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TUESDAY, APRIL 22, 1952 


House or RePresENTATIVES, 
ComMirree ON Mercuanr Marine anv Fisnerties, 
Washington, D.C. 

The committee met, pursuant to notice, at 10 a. m., Hon. Edward 
J. Hart (chairman) presiding, for consideration of S. 241. 

Present: Representatives Hart, O’Toole, Garmatz, Bennett, Mur- 
phy, Shelley, Robeson, Jr., Ikard, Tollefson, Allen, Seely-Brown, Jr., 
Van Pelt, and McIntire. 

Also present : Representative Wigglesworth. 

(S. 241, together with Department reports thereon, and H. Doe. 215, 
82d Cong., Ist sess., are as follows:) 


[S. 241, 82d Cong., 1st sess.] 


AN ACT To amend the Merchant Marine Act, 1936, as amended, to further promote the 
development and maintenance of the American merchant marine, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 501 (a) of the Merchant Marine 
Act, 1936, as amended, is amended to read as follows: 

“(a) Any citizen of the United States may make application to the Commis- 
sion for a construction-differential subsidy to aid in the construction of a new 
vessel to be used in the foreign commerce of the United States. No such appli- 
cation shall be approved by the Commission unless it determines that (1) the 
plans and specifications call for a new vessel which will meet the requirements 
of the foreign commerce of the United States, will aid in the promotion and 
development of such commerce, and be suitable for use by the United States 
for national defense or military purposes in time of war or national emergency ; 
(2) the applicant possesses the ability, experience, financial resources, and other 
qualifications necessary to enable it to operate and maintain the proposed new 
vessel, and (3) the granting of the aid applied for is reasonably calculated to 
replace worn-out or obsolete tonnage with new and modern ships, or otherwise 
to carry out effectively the purposes and policy of this Act. The contract of 
sale, and the mortgage given to secure the payment of the unpaid balance of the 
purchase price shall not restrict the lawful or proper use or operation of the 
vessel except to the extent expressly required by law.” 

Sec. 2. The first sentence of section 501 (c) of such Act is amended to read 
as follows: “Any citizen of the United States may make application to the 
Commission for a construction-differential subsidy to aid in reconstructing or 
reconditioning any vessel that is to be used in the foreign commerce of the 
United States.” 

Sec. 3. Section 503 of such Act is amended by (1) amending the third sentence 
to read as follows: “At the time of delivery of the vessel the applicant shall 
execute and deliver a first-preferred mortgage to the United States to secure 
payinent of any sums due from the applicant in respect to said vessel, Provided, 
That, notwithstanding any other provisions of law, the payment of any sums 
due in respect to a passenger vessel purchased under section 4 (b) of the Merchant 
Ship Sales Act of 1946, reconverted or restored for norinal operation in commer- 
cial services, or in respect to a passenger vessel purchased under title V of 
this Act, which is delivered subsequent to March 8, 1946, and which (i) is of 
not less than ten thousand gross tons, (ii) has a designed speed approved by 
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the Commission but not less than eighteen knots, (iii) has accommodations for 
not less than two hundred passengers, and (iv) is approved by the Secretary 
of Defense as being desirable for national defense purposes, may, with the 
approval of the Commission, be secured only by a first-prefered mortagage on 
said vessel.”, and (2) by inserting the following sentences immediately after the 
third sentence: “With the approval of the Commission such preferred mortgage 
may provide that the sole recourse against the purchaser of such a passenger 
Vessel under such mortgage, and any of the notes secured thereby, shall be 
limited to repossession of the vessel by the United States and the assignment 
of insurance claims, if the purchaser shall have complied with all provisions 
of the mortgage other than those relating to the payment of principal and 
interest when due, and the obligation of the purchaser shall be satisfied and 
discharged by the surrender of the vessel, and all right, title, and interest 
therein to the United States. Such vessel upon surrender shall be (i) free and 
clear of all liens and encumbrances whatsoever, except the lien of the preferred 
mnortgave, (ii) in class. and (iii) in as good order and condition, ordinary wear 
and tear excepted, as when acquired by the purchaser, except that any deficiencies 
with respect to freedom from encumbrances, condition, and class, may, to the 
extent covered by valid policies of insurance, be satisfied by the assignment to 
the United States of claims of the purchaser under such policies of insurance.” 

sre. 4. The last sentence of section 504 of such Act is amended to read as 
follows: “Such vessel shall be documented under the laws of the United States 
as provided in section 503 of this title. The contract of sale, and the mortgage 
given to secure the payment of the unpaid balance of the purchase price, shall 
not restrict the lawful or proper use or operation of the vessel, except to the 
extent expressly required by law.” 

See. 5. Section 507 of such Act is amended by inserting therein after the 

words “foreign trade” the words “or domestic trade”, 
Sec. 6 Section 509 of such Act is amended by amending that part of the 
fourth sentence preceding the proviso to read as follows: “In case the vessel 
is designed to be of not less than three thousand five hundred gross tons and 
to be capable of sustained speed of not less than fourteen knots, the applicant 
shail be required to pay the Commission not less than 12% per centum of the 
cos! of such vessel, and in the case of any other vessel the applicant shall be 
required to pay the Commission not less than 25 per centum of the cost of 
such vessel (exeluding from such cost, in either case, the cost of national defense 
features) ; and the balance of such purchase price shall be paid by the applicant 
within twenty years in not to exceed twenty equal annual installinents, with 
interest at 3144 per centum per annum, secured by a freferred mortgage on the 
vessel sold and otherwise secured as the Commission may determine: Provided, 
That, notwithstanding any other provisions of law, the balance of the nurchase 
price of a passenger vessel constructed under this section which is delivered 
subsequent to March 8, 1946, and which has the tonnaze, speed, passenger accom- 
modations, and other characteristics set forth in section 503 of this Act, may, 
with the approval of the Commission, be secured as provided in such section, and 
the obligation of the purchaser of such a vessel shall be satisiied and discharged 
as provided in such section: And provrided,”. 

Sec. 7. Paragraph (1) of section 510 (a) of such Act is amended by inserting 
before the period at the end thereof a colon and the following: “Provided, That 
until June 30, 1958, the term “obsolete vessel” shall mean a vessel or vessels, 
each of which (A) is of not less than one thousand three hundred and fifty gross 
tons, (B) is not less than twelve years old, and (C) is owned by a citizen or 
citizens of the United States and has been owned by such citizen or citizens for at 
least three years immediately prior to the date of acquistion hereunder.” 

Sec. 8. Section 510 (d) of such Act is amended by adding the following sentence 
at the end thereof: “The rate for the use of the obsolete vessel shall be fixed for 
the entire period of such use at the time of execution of the contract for the 
construction of the new vessel.” 

Sec. 9. Section 511 (b) of such Act is amended to read as follows: 

“(b) For the purposes of promoting the construction, reconstruction, recondi- 
tioning, or acquisition of vessels, or for other purposes authorized in this section, 
necessary to carrying out the policy set forth in title I of this Act, any citizen of 
the United States who is operating a vessel or vessels in the foreign or domestie 
commerce of the United States or in the fisheries or owns in whole or in part a 
vessel or vessels being so operated, or who, at the time of purchase or requisition 
of the vessel by the Government, was operating a vessel or vessels so engaged or 
owned in whole or in part a vessel or vessels being so operated or had acquired 
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or was having constructed a vessel or vessels for the purpose of operation in such 
commerce or in the fisheries, may establish a construction reserve fund for the 
construction, reconstruction, reconditioning, or acquisition of new vessels, or for 
other purposes authorized in this section, to be composed of deposits of proceeds 
from sales of vessels, indemnities on account of losses of vessels, earnings from 
the operation of vessels documented under the laws of the United States and 
from services incident thereto, and receipts, in the form of interest or otherwise, 
with respect to amounts previously deposited. Such construction reserve fund 
shall be established, maintained, expended, and used in accordance with the 
provisions of this section and rules or regulations to be prescribed jointly by the 
Commission and the Secretary of the Treasury.” 

Sec. 10. Section 511 (c) of such Act is amended to read as follows: 

“(c) (1) In the case of the sale or actual or constructive total loss of a vessel, 
if the taxpayer deposits an amount equal to the net proceeds of the sale or to 
the net indemnity with respect to the loss in a construction reserve fund estab 
lished under subsection (b), then 

“(A) if the taxpayer so elects in his income-tax return for the taxable 
year in which the gain was realized, or 
“(B) in case a vessel is purchased or requisitioned by the United States, 
or is lost, in any taxable year beginning after December 31, 1939, and the 
taxpayer receives payment for the vessel so purchased or requisitioned, or 
receives from the United States indemnity on account of such loss, subse- 
quent to the end of such taxable year, if the taxpayer so elects prior to the 
expiration of sixty days after the receipt of the payment or indeninity, 
and in accordance with a form of election to be prescribed by the Cominis- 
sioner of Internal Revenue with the approval of the Secretary of the 
Treasury, 
no gain shall be recognized to the taxpayer in respect of such sale or indemnifi- 
eation in the computation of net income for the purposes of Federal income or 
excess-protits taxes. Jf an election is made under subdivision (B) and if com- 
putation or recomputation in accordance with this subsection is otherwise allow- 
able but is prevented, on the date of making such election or within six months 
thereafter, by any statute of limitation, such computation or recomputation nev- 
ertheless shall be made notwithstanding such statute if a claim therefor is filed 
within six months after the date of making such election, 

“(2) Effective with respect to the taxable years ending after July 31, 1951, 
earnings or receipts deposited in the construction reserve fund as provided in 
this section shal] be treated as follows for Federal tax purposes: 

“(A) Receipts, in the form of interest or otherwise, on amounts representing 
the net proceeds of sales or losses of vessels shall not be recognized for purposes 
of Federal inceme or excess profits taxes. 

“(B) Earnings from the eperation of vessels documented under the laws of 
the United States and from services incident thereto and receipts, in the form 
of interest or otherwise, with respect to sneh amounts for the purposes of Fed- 
eral income or excess profits taxes shall be treated as ‘partially tax deferred’. 
‘Partially tax deferred’ earnings shall not be recocnized for the purposes of 
normal tax and surtax on corporations, but shall be recognized for the purposes 
of excess profits tax imposed upon corporations, ‘Partially tax deferred’ amounts 
shall not include capital gains deposited in the construction reserve fund. 

“(3) For the purposes of this subsection no amount shall be considered as 
deposited in a construction reserve fund unless it is deposite within sixty days 
after it is received by the taxpayer except that in the case of earnings from the 
operation of vessels documented under the laws of the United States and from 
services incident thereto in any taxable year, the deposit may be made not later 
than the prescribed date of filing for the taxpayer's Federal income-tax return 
for such year, and if such deposit is made on or before such date it shall be 
considered to have been deposited on the last day of the period covered by the 
tax return. 

“(4) As used in this subsection the term ‘net proceeds’ and the term ‘net 
indemnity’ mean the sum of (A) the adjusted basis of the vessel and (BB) the 
amount of gain which would be recognized to the taxpayer without regard to 
this subsection.” 

Sec. 11. Section 511 (d) of such Act, effective with respect to taxable years 
ending after July 31, 1951, is amended to read as follows: 

“(d) (1) The basis for determining gain or loss and for depreciation, for the 
purposes of Federal income or excess profits taxes, of any new vessel constructed, 
reconstructed, reconditioned, or acquired by the taxpayer, or with respect to 
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which purchase-money indebtedness is liquidated as provided in subsection (g), 
in whole or in part ont of the construction reserve fund shall be as follows: 

“( A) Amounts representing the gain from the sale or losses of vessels and 
receipts on amounts representing the net proceeds of sales, or losses of vessels 
deposited in the construction reserve fund, which are not recognized for tax 
purposes under subsection (¢) shall not be recognized in the determination of 
the tax basis of uny such property or in the determination of equity capital or 
total assets for excess profits tax purposes ; 

“(13) Amounts treated as partially tax-deferred under subsection (c) shall 
be recognized in the determination of the tax basis of any such property and 
he determination of equity capital or total assets for excess protits tax pur- 


in t 
as the excess profits tax attributable to such amount 


poses in such proportion 
bears to the total tax which would have been imposed on such amounts except 
for the provisions of subsection (c) ; and 
“(C) If any vessel (or property having a substituted basis by reference to 
such vessel) is sold, exchanged, distributed, or otherwise disposed of (except 
to the extent that gain is not recognized by reason of subsection (¢) of this see- 
tion or section 112 of the Internal Revenue Code), then the excess over the 
adjusted basis of the vessel (or of the property having a substituted basis by 
reference to such vessel), of— 
‘(i) in the case of a sale or exchange, the amount realized; or 
“(ii) in the cause of a distribution or disposition other than by sale or ex- 
chance, the fair market value of the vessel or property, at the time of such 
distribution or disposition, shall to the extent that funds so expended 
represent earnings receipts Which have not been recognized for tax pur- 
poses under this section, be considered, for the purposes of the provisions of 
title I of the Internal Revenue Code, as short term capital gain. Notwith- 
standing the provisions of section 511 (¢) the earnings and profits of a corpo- 
ration shall, for the purposes of section 115 of the Internal Revenue Code only 
be treated as if increased by the amount of any deposits in the construction 
reserve fund which have not been recognized for Federal tax purposes under 
section 511 (¢). The term ‘substituted basis’ as used in this section shall 


have the same meening as in section 113 (b) (2) of the Internal Revenue 


Code 
“(2) In computing the net operating loss deduction of the taxpayer under 
Section ae of tl 4 Internal Revenue Code 


“(A) the gross income of the taxpayer for purposes of section 122 (a) 
of the net income of the taxpayer for purposes of section 122 (b) and (¢) 
shall include amounts treated as ‘partially tax deferred’ under subsection 
O11 (¢); 

(13) the normal-tax net income of the taxpayer for purposes of section 
122 (¢) shall include amounts treated as ‘partially tax deferred’ under sub- 
section 511 (@): and 

“(C) the net income of the contractor, for purposes of the computation 
under section 122 (¢), shall be increased by the amount of interest on 
obligations of the United States or its instrumentalities described in section 
26 (a). 

“(3) For the purpose of determining the excess profits credit the equity 
eapital of the taxpayer for purposes of section 437 (c¢) of the Internal Revenue 
Code and the total assets of the taxpayer for purposes of sections 435 (e) (3), 
440 (b), and 442 (f) of the Internal Revenue Code shall be computed by determ- 
ining, to the extent applicable, the adjusted basis of assets of the depositor in 
accordance With the provisions of 511 (d) and by aittributing to amounts on 
deposit in the construction reserve fund the basis which under this subsection 
would be attributed to property acquired therewith.” 

Sec. 12. Clause (3) of section 511 (e) of such Act is amended to read as 
follows: “(3) if any deposit arising out of the same transaction consist in part 
of gain, earnings, or receipts, not recognized under subsection (¢), any ex- 
penditure, obligation, or withdrawal applied against such deposit shall be con- 
sidered to consist of gain, earnings, or receipts in the proportion that the part 
of the deposit consisting of gain, earnings, or receipts, bears to the total amount 
of deposit.” 

SEc. 13. Section 511 (g) of such Act is amended to read as follows: 

“(2) The provisions of subsections (¢) and (f) shall apply to any deposit in 
the construction reserve fund only to the extent that such deposit is expended 
or obligated for expenditure, in accordance with rules and regulations to be pre 
scribed jointly by the Commission and the Secretary of the Treasury— 
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“(1) under a contract for the construction or acquisition of new vessel 
or vessels (or in the discretion of the Commission, for a part interest 
therein), or, with the approval of the Commission, for the reconstruction or 
reconditioning of a new vessel or vessels, entered into within (i) two years 
from the date of deposit or the date of any extension theerof which may be 
granted by the Commission pursuant to the provisions of section 511 (h), in 
the case of deposits made prior to the date on which these amendatory 
provisions become effective, or (ii) three years from the date of such deposit 
in the case of a deposit (other than a deposit of earnings) made after such 
effective date, only if under such rules and regulations 

“(A) within such period not less than 12% per centum of the con- 
struction or contract price of the vessel or vessels is paid or irrevocably 
committed on account thereof and the plans and specifications therefor 
are approved by the Commission to the extent by it deemed necessary ; 
and 

*(B) in case of a vessel or vessels not constructed under the provisions 
of this title or not purchased from the Commission, (i) said construction 


is completed, within six months from the date of the construction con- 
tract, to the extent of not less than 5 per centum thereof (or in case the 


contract Covers more than one vessel, the construction of the first vessel 
so contracted for is so completed to the extent of not less than 5 per 
centum) as estimated by the Commission and certified by it to the Secre- 
tary of the Treasury, and (ii) all construction under such contract is 
completed with reasonable dispatch theerafter ; 

*“(2) under a contract (i) for the construction of a new vessel or vessels, 
or (ii) for the acquisition, reconstruction, or reconditioning of a new vessel 
or vessels when the Commission determines by an affirmative vote of not 
less than three members that the objectives of the Act will be promoted 
thereby, entered into within three years from the date of a deposit of earnings 
made after the effective date of these amendatory provisions, only if under 
such rules and regulations within such period the contract price of the vessel 
or vessels is paid or committed, and the construction of such vessel or vessels 
is completed, as provided in subparagraphs (A) and (Bb) of paragraph (1) 
of this subsection; 

“(4) for the liquidation of existing or subsequently incurred purchase- 
money indebtedness to persons other than a parent company of, or a com- 
pany aliiliated or associated with, the mortgagor on a new vessel or vessels 
within (i) two years from the date of deposit or the date of any extension 
thereof which may be granted by the Commission pursuant to the provi- 
sions of section 511 (h), in the case of deposits made prior to the date on 
which these amendatory provisions become effective, or (ii) three years from 
the date of such deposit in the case of a deposit made after such effective 
date.” 

Sec. 14. Section 511 (h) of such Act is amended by striking out the proviso 
thereto and substituting the following: “Provided, That until March 31, 1952, 
in addition to the extensions hereinbefore permitted, further extensions may be 
granted ending not later than September 30, 1952.” 

SEc. 15. Section 511 (i) of such Act is amended, effective with respect to the 
taxable vears ending July 51, 1951, to read as follows: 

“(i) Any such deposited gains, earnings, or receipts, or portions thereof, which 
are not so expended or obligated within the period provided, or which are other- 
wise withdrawn before the expiration of such period, or with respect to which 
the construction has not progressed to the extent of 5 per centum of completion 
within the period provided, or with respect to which the Commission finds and 
certifies to the Secretary of the Treasury that, for causes within the control of 
the taxpayer, the entire construction is not completed with reasonable dispateh, 
shall be taxable as follows: 

“(1) Partially tax-deferred amounts shall, in the year in which the period for 
expending or obligating the amounts expires or terminates, or in the year in 
which otherwise withdrawn, be subject to the amount of normal tax and surtax 
which would have been imposed but for this section, in the year in which such 
amounts were deposited; and 

“(2) Other tax-deferred amounts shall, to the extent not taxable upon deposit 
in the funds, be taxable in the year in which the period for expending or obli- 
gating the amount expires or terminates, or in the year in which otherwise 
withdrawn, under the conditions, tax rates, and provisions applicable to the 
year of deposit: Provided, That any such amounts representing gains, or por- 
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tions thereof, with respect to deposits made in any taxable year ending on or 
before June 30, 1945, shall not be considered in computing gross income for pur- 
poses of the declared value excess-profits tax and capital stock tax, and there 
shall (in addition to any other deficiency) be assessed, collected, and paid in 
the same manner as if it were a deficiency, an amount equal to 1.1 per centum 
of the amount of gain, such amount being in lieu of any adjustment with respect 
to the declared value excess-profits tax for such taxable year.” 

Sec. 16. Section 511 of such Act is amended by adding at the end thereof a 
new subsection to read as follows: 

“(o) The terms ‘reconstruction and reconditioning’, as used in this section, 
shall include the reconstruction, reconditioning, or modernization of a vessel 
for exclusive use on the Great Lakes, including the Saint Lawrence River and 
Gulf, if the Commission determines by an aflirmative vote of not less than three 
members that the objectives of this Act will be promoted by such reconstruction, 
reconditioning, or modernization, and, uotwithsianding any other provisions 
of law, such vessel shall be deemed to be a ‘new vessel’ within the meaning of 
this section for such reconstruction, reconditioning, or modernization.” 

Sec. 17. Clause (5) of section 606 of such Act is amended by striking out the 
phrase “twenty-year life expectancy of the subsidized vessels” and inserting in 
lieu thereof the following: “life expeetancy of the subsidized vessels determined 
as provided in section 607 (b).” 

Sec. 18. Section 07 (b) of such Act is amended by (1) amending that part 
of the second sentence preceding the proviso to read as follows: “In this fund the 
contractor shall deposit annually or oftener, as the Commission may require, an 
amount equal to the annual depreciation charges on the contractor's vessels on 
which the operating differential is being paid, such depreciation charges to be 
computed on a twenty-year life expectancy of the vessels, except that the life 
expectancy of a vessel which shall have been or is to be wholly or partially re- 
constructed or reconditioned shall upon request be determined jointly by the 
Secretary of the Treasury and the Commission, and the depreciation charges on 
such vessel shall be computed on the life expectancy so determined.” 

Sec. 19. Section GOT (d) of such Act is amended by striking out the phrase 
“being twenty years” and inserting in lieu thereof the following: “as provided 
in section 607 (b)”. 

Sec. 20. Section 607 (g) of such Act is amended by adding at the end thereof 
the following new sentence: “If a voluntary deposit of earnings approved by 
the Commission under this subsection after December 31, 1950, results in an 
overpayment of Federal taxes for any year, interest shall not be allowed on such 
overpayment for any period prior to the date of approval of the deposit by the 
Commission; similarly, interest on any deficiencies shall not acerue until dis- 
approval of the proposed deposit by the Commission.” 

Sec. 21. Section 607 (h) of such Act is amended, effective with respect to taxa- 
ble years ending after July 31, 1951, to read us follows: 

wy h) The earnings or gains of any contractor holding an operating-ditferential 
subsidy contract under authority of this Act, which are deposited, or accrued 
for deposit, in the contractor’s reserve funds as provided in this section, shall 
be treated as follows for Federal tax purposes: 

“(1) Amounts required to be deposited as depreciation in the capital reserve 
fund shall be deductible in computing income subject to income and excess 
profits taxes, 

“(2) The proceeds of any insurance or indemnities received by the con- 
tractor on account of the total loss of subsidized vessel and the proceeds of 
any sale or other disposition of a subsidized vessel, to the extent such proceeds 
represent gain, and earnings or gains on amounts deposited in the reserve funds 
(which are required to be deposited in the capital reserve fund) shall not be 
recognized for income or excess prolts tax purposes. 

“(3) Amounts deposited as depreciation in the capital reserve fund which 
exceed the depreciation which would be allowed under the Internal Revenue 
Code (assuming the life expectancy determined under section 607 (b)) and 
amounts described in paragraph (2) which are not recognized for tax purposes, 
shall not be recognized in the determination of the tax basis of any property 
in the acquisition, construction, or reconstruction of which such amounts are 
expended or in determination of equity canita!l or total assets for excess profits 
tax purposes. If such amounts are use! to re luce indebtedness, proper adjust- 
ment shall be made in the basis of th» property subject to the indebtedness. 

“(4) Earnings deposited in the capital reserve fund, cther than the amounts 
described in paragraphs (1) and (2), and earnings deposited in the special 
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reserve fund shall be treated as ‘partially tax def rred.’ ‘Partially tax deferred 
earnings shall not be recognized for purposes of normal tax and surtax on 
but shall be recognized for purposes of the eXcess profits tax 
imposed upon corporations. ‘Partially tax deferred’ amounts shall not include 
capital gains deposited in capital reserve fund or the special reserve fund, 

“(5) Amounts treated as ‘partially tax deferred under paragraph (4) shall 
be recognized in the determination of the tax basis of any property acquired, 
constructed, or reconstructed therewith and in the determination of equity 
capital or total assets for excess profits tax purposes In suc h proportion as the 
excess profits tax attributable to such amount bears to the total tax W hich would 
have been imposed on such amount but for paragraph (4). If ‘partially tax 
deferred’ amounts are used to reduce indebtedyess, proper adjustments shall be 
made in the basis of the property subject to the indebtedness, 

“(6) In computing the net income of the contractor for income and excess 


corporations, 


profits tax purposes ; a 
“(A) the amount of operating-differential subsidy accural payable to 
the contractor at final rates determined by the Commission for any ta able 
year, including amounts withheld by the Commission, shall be included ji 

the income of the contractor for such year; 

“(B) a deduction shall be allowed for the taxable year in the amount 
of subsidy reimbursement determined by the Commission to be then charg: 
able to the contractor, and not previously allowed; and 

“(C) in respect of any amount previously withheld from subsidy payments 
as determined by the Commission to offset such reimbursement, which is 
released and paid to the contractor, the adjustment of such subsidy reit- 
bursement shall be included in the income of the contractor, as follows: 

“(i) for accruals made in respect of taxable years ending prior to 
the first taxable vear ending after July 31, 1951, any such amount shall 
be included during the vear in which paid and taxable under the condi- 
tions, tax rates and provisions applicable in the vear of accrual, i 
ciuding provisions of any closing agreement entered into between the 
contracter and the Bureau of Internal Revenue: 

“(ii) for accruals made it respect of taxable vears ending after Jn 
81, 1951, any such amount slall be included in the income of the con 
tractor in the year to which such determination is applicable. 

“(7) Deposit requirements in respect of any amount previously withheld from 
subsidy payments to offset reimbursement liability and excused from deposit 
in the reserve funds and other deposit requirements shall be satisfied as 
follows: 

“(A) For amounts accrued in taxable years ending prior to July 31, 1951 
the full amount thereof shall be deposited to the extent such amounts are tn. 
deferred under any closing agreements entered into between the contractor and 
the Bureau of Internal Revenue; 

“(B) For amounts accrued in taxable years ending after July 31, 1951, the 
amount of any such requirements, less taxes payable thereon under this section, 
shall be deposited. 

“(S) Earnings or gains on deposit in the reserve funds at the termination 
without extension, continuation or renewal of the contract, or withdrawn from 
the special reserve fund and paid into the contractor's general funds (other 
than for reimbursement of operating losses as provided under section 607 (¢)) 
or distributed as dividends or bonuses, shall be taxable as follows: 

“(A) ‘Partially tax deferred’ amounts shall, in the vear in which the amounts 
become available for withdrawal after termination or other withdrawal, 1 
subject to the amount of normal tax and surtax which would have been im 
posed but for this section in the year in which such amounts were accrued for 
deposit, and 

“(B) Other tax deferred earnings or gains shall, to the extent not taxable upe 
deposit in the funds, be taxable, in the year in which the amounts become avail 
able for withdrawal after termination or other withdrawal, under the conditions. 
tax rates and provisions applicable in the year accrued for deposit. 

“(C) Earnings or gains which were for the year of accrual treated as tax 
exempt under the terms of any closing agreement entered into by the contractor 
and the Bureau of Internal Revenue shall be treated as provided in the closing 
agreement. Amounts withdrawn from the special reserve fund and used to reim 
burse the contractor's general funds for operating losses under section OUT (e) 
shall, to the extent such amount would not be recognized in the determination 
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of tax basis under paragraph (5) or under the provisions of any closing agree- 
ment entered into between the contractor and the Bureau of Internal Revenue 
applicable with respect to deposits made prior to the first taxable year ending 
after July 31, 1951, be included in income of the contractor in the year to which 
the withdrawal from the fund is applicable. 

“(9) Amounts deposited in the capital or special reserve funds shall not con- 
stitute an accumulation of earnings or profits within the meaning of section 102 
of the Internal Revenue Code. 

“(10) In computing the net operating loss deduction of the contractor under 
section 122 of the Internal Revenue Code— 

“(A) the gross income of the contractor for purposes of section 122 (a) 
and the net income of the contractor for purposes of section 122 (b) and (¢) 
shall include amounts treated as ‘partially tax deferred’ under paragraph 
(4); 

“(B) the normal-tax net income of the contractor for purposes of section 
122 (c) shall include amounts treated as ‘partially tax deferred’ under para- 
graph (4); and 

“(C) the net income of the contractor, for purposes of the computation 
under section 122 (c), shall be increased by the amount of interest on obli- 
gations of the United States or its instrumentalities described in section 
26 (a). 

“(11) The exeess-profits credit of the contract.shall be determined in accord- 
ance with the following provisions : 

“(A) The average base period net income of the contractor shall be computed 
by including in excess-profits net income determined under section 433 (b) of the 
internal Revenue Code for any taxable year the amount of earnings (not in- 
cluding capital gains) deposited by the contractor in the reserve funds in such 
year other than— 

“(i) required deposits of depreciation; 

“(ii) the amount of subsidy reimbursement determined by the Commission 
to be chargeable to the contractor for such year; and 

“(iii) Larnings on amounts deposited in the capital reserve fund (other 
than mounts transterred from the special reserve fund). 

“(B) The equity capital of the contractor for purposes of section 437 (e) 
of the Internal Revenue Code and the total assets of the contractor for purposes 
of section 485 (e) (3), 410 (b) and 442 (f) of the Internal Revenue Code shall be 
computed by determining, to the extent applicable, the adjusted basis of assets 
of the contractor in accordance with the provisions of paragraphs (3) and (5) 
except that the provisions of any closing agreement entered into by the contractor 
and the Bureau of Internal Revenue applicable with respect to amounts deposited 
in the reserve funds prior to the first taxable year ending after July 51, 1951, 
shall govern determinations of the basis of property acquired, constructed, or re- 
constructed with such deposits, by attributing to amounts on depesit in the reserve 
funds the basis which under this subparagraph would be attributed to property 
acquired therewith 

“(12) For the purpose of this section, amounts withdrawn from the reserve 
funds or expended in accordance with the purposes of such funds shall be con- 
sidered to represent the deposits in such funds in order of deposit and the funds 
shall be treated as a unit. 

“(183) Dediciencies or overpayments of tax resulting from delay by the Com- 
mission in any of the determinations required under paragraph (6) shall not 
be subject to interest until ninety days after such determinations are made 
by the Commission.” 

Src. 22. Section 805 (c) of such Act is amended to read as follows: 

“(c¢) In determining the rights and obligations of any contractor under 9 con- 
tract authorized by title VI or title VII of this Act, no salary for personal 
services in excess of $25,000 per annum paid to a director, officer, or employee 
by said contractor, its affiliates, subsidiary, or associates, shall be taken into 
account. The terms ‘director’, ‘officer’, or ‘employee’ shall be construed in 
the broadest sense The term ‘salary’ shall include wages and allowances of 
compensation in any form for personal services which will result in a director, 
officer, or employee receiving total compensation for his personal services 
from such sources exceeding in amount or value $25,000 per annum.” 

Sec. 22. Section 905 of sueh Act is amended by adding at the end thereof a 
new subsection to read as follows: 
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“(1) The terms ‘United States Maritime Commission’ and ‘Cominission’ shall 
mean the Secretary of Commerce, the Maritime Administrator, or the Federal 
Maritime LDoard as the context nuay require to conform to Reorganization lan 
Numbered 21 of 1950, effective May 24, 1950." 

*assed the Senate August 21 (legislative day, August 1), 1051. 

Attest: 

Lesuie L. Bireve, Secretary. 


REPORTS FROM THE DEPARTMENT OF JUSTICE, THE COMI?'TROLLER 
GENERAL OF THE UNITED STATES, BUREAU OF THE BUDGET, DE- 
PARTMENT OF COMMERCE, TREASURY DEPARTMENT, DEVARTMENT 
OF THE NAVY, AND NATIONAL SECURITY RESOURCES BOARD ON 
8S. 241, THE SO-CALLED LONG-RANGE SHIPPING BILL 


DiraRTMENT OF JUSTICE, 
OFFICE OF THE Derpury ATTORNEY GENERAL, 
lL, ashington, August 31, 1957. 
Hon. Evwagp J. Harr, 
Chairman, Conmittee on Merchant Marine and Fisheries, 
Hlouse of Representatives, Washington, D.C. 

My Dear Mr, CHatrMan: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 241) to amend the Merchant 
Marine Act, 1936, as amended, to further promote the development and liainte- 
nance of the American iwerchant marine, and for other purposes 

The bill is principally concerned with proposed amendinents of title V_ of 
the Merchant Marine Act of 1926, as amended (46 U. 8S. GC. 1151-1161), relating 
to construction-differential subsidies in the construction or acquisition of mer- 
chant vessels, and, title VI 14 UL S. C. 1171-1182), relating to operating- 
differential subsidies in the operation of such vessels. 

The preposed amendments contain a number of provisions dealing with 


matters of Federal tayation. The provisions of the bill amending se-tion 511 
and adding a new section 512 to the act relate to the recognition, computation, 
and taxation of income and gains in the cause of Corporations operating under 
the Gonstruction-ditrerential subsidy provisions of title \ The proposed aiend 
ments of sections GOG and GOT of the act would previde for liberalization of the 
provisions relating to additions to the capital reserve fund in the case of a 
vessel operating under the operating-differential subsidy provi ns of title VI 


by permitting accelerated depreciation payments into such reserve funds and 
providing for their proper treatment for Federal income tax purposes 
Whether the bill should be enacted invelves a question cf legislative policy 


concerning Which this Department prefers not to make any rec endation, 
It is assumed that the committee has sought the ews of the Treasury Dr 
partment and the Maritime Conimission concerning the prop 


The Director of the Bureau of the Budget has advised that there is no obiee 
tion to the submission of this report. 
Yours sincerely, 


COMPTROLLER GENERAL O} He Unirep Strat 


Hon. Epwanrp J. Warr, 
Chairman, ('a7 rittee on Verehant Mari / and Fisheric sy 


Hlouse if Tee pre sentative 2 


My Dear Mr. Citarnman: Reference is made to your letter of August 28, 1951, 
acknowledged by telephone on August 30, forwarding for such suevestions as 
this Office Inay deem proper touching its merits and propricty of its passage, a 
copy of §S. 241, Fighty-second Congress, entitled “An act to amend the Merchant 
Marine Act, 1936, as amended, to further promote the d nent and mainte 
nance of the American merchant marine, and for other purposes.” 

The bill here under consideration is substantially similar to H. MR. 4729. 
Fighty-second Congress, which was the subject of a report furnished at vour 


request under date of July 28, 1951 (see appendix A), the differences having 
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been brought about through the adoption by the Senate of an amendment in 
the nature of a substitute to S. 241 which, prior to the amendment, was identical 
with H. R. 4729. The amendment conformed the bill to certain administrative 
recommendations. Certain other administrative recommendations were not fol- 
lowed. Among these was a recommendation that the enactment of those sec- 
tions of the bill (secs. 1, 2, and 4) which extended the construction-differential 
subsidy provisions of the Merchant Marine Act, 1936, as amended, to all vessels 
to be operated in the foreign commerce of the United States without regard 
to existing requirements as to essentiality of service, route, or line on which 
the vessel is operated, be deferred until international and national economic 
situations become more stable. In this connection, this Office repeatedly has 
recommended that the enactment of legislation of this type should be preceded 
by a thorough consideration of (1) the present financial condition of the ship 
operators, both subsidized and unsubsidized, and (2) the present need for 
liberalizing the provisions of the Merchant Marine Act, 1936, as amended (see 
report of July 23, 1951, above referred to). On February 1, 1951, in a letter 
to the chairman, Committee on Interstate and Foreign Commerce, United 
States Senate, it was pointed out that in the light of the ship construction 
authorized in Publie Law 911, Eighty-first Congress, and the changed world 
conditions since the commencement of the Korean incident, it appeared that 
the enactment of further long-range incentives to ship construction might be 
deferred pending such study. 

While there has been removed from S, 241, Eighty-second Congress, as now 
constituted, some of the features which this Office deemed objectionable or as 
meriting further study in its reports to your committee and to the Senate com- 
jnittee on H. R. 4729 and S. 241, certain features remain, the necessity for or 
propriety of which it is felt merit most serious consideration, 

No further comments are made with respect to sections 1, 2, and 4 of S. 241 
other than to indicate agreement with the position of the administrative office 
that the enactment of these sections well might await a time when incentives to 
construction are more necessary and again to point out that while subsidy aid 
in reconstructing and reconditioning old vessels under 501 (¢c) of the Merchant 
Marine Act, 1956, as amended, is to be granted only in exceptional cases, no 
eviteria for use in determining what constitutes exceptional cases is contained in 
the present law or in the proposed amendment. 

Sections $3 and 6 of S. 241, as now constituted, are somewhat changed from 
the similar sections of H. R. 4720. None of the changes appear objectionable 
except the provision that nonrecourse loans shall be available on passenger vessels 
delivered subsequent to March 8, 1846 (the date of enactment of the Merchant 
Ship Sales Act of 1946). In Il. R. 4729, and in §S. 241 prior to amendment, the 
provisions were to be applicable to passenger vessels delivered subsequent to 
enuctment thereof. In that connection, this Office had recommended that, if 
the purpose of the proposed legislation was, as stated, to encourage new con- 
struction and not to offer additional benefits to prior purchasers, the language be 
changed to provide that the provisions be applicable to passenger vessels convert- 
ed, restored, or constructed under contracts executed subsequent to enactinent 
of the amendatory legis!ntion. This recommendation is repeated and attention 
is invited to the fact that, as now constituted, the section could limit the liability 
of prior purchasers already committed under contracts such as those covering 
the steamship America, purchased by, and the superliner United States being 
constructed for, the United States Lines Co., and the passenger liners Constitu- 
tion and Independence constructed for American Export Lines, Ine. 

No recolumendation with respect to the sections having to do with the trade- 
in of obsolete vessels (secs. 5, 7, and 8) is made other than that contained in the 
report of July 23, and in the analysis forwarded therewith. 

As in H. R. 4729, sections 9 through 16 of S. 241 have as their primary objective 
the extension to nonsubsidized operators of Federal tax deferment privileges 
vith respect to earnings placed in construction reserve funds and subsequently 
used for the purchase of vessels. As presently constituted, the sections have 
been modified (1) to provide that tax deferments with respect to earnings and 
receipts be limited to normal tax and surtax, (2) to extend the time for the ob- 
ligation of funds under 511 (h) of the Merchant Marine Act, 1936, as amended, 
(3) to delete the provision that funds withdrawn for liquidation of purchase 
money indebtedness must be replaced out of depreciation and amortization, and 
(4) to delete the requirement that three members of the Commission must agree 
in order to authorize use of funds to reconstruct, recondition, or modernize 
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vessels for exclusive use on the Great Lakes, including the St. Lawrence River 
and Gulf. As was pointed out in the analysis accompanying the report of July 
23, 1951, it is difficult to see how a provision for the payment from reserve funds 
of purchase money'indebtedness on vessels previously purchased such as is con- 
templated by those sections could accomplish the avowed purpose of encouraging 
vessel construction. 

It is assumed that the technical details of the tax deferment provisions of 
this bill have been or will be scrutinized closely by personnel of the Bureau of 
Internal Revenue. However, there are some provisions in these and related 
sections having to do with tax matters which it is deemed advisable to call to 
the attention of your committee. While the apparent purpose of the amendments 
included in sections 9 through 16 of the bill is to require the operators to pay 
excess profits taxes currently but to defer the payments of normal and surtax, 
the language of that part of section 11 containing the proposed new subsection 
511 (d) (B) (lines 6 through 13, p. 11) appears poorly designed for this purpose, 
in that it wonld give an operator who pays exces profits taxes currently a partial 
basis for normal and surtaxes, even though he had not previcusly paid any 
normal or surtax on the income which had been invested in vessels and, con- 
versely, would not permit full credit for excess profit taxes previously paid. This 
situation obtains because of the provision that the tax basis of property purchased 
from such income shall give recognition to the exces profits tax previously paid 
in such proportion as the excess profit tax paid bears to the total tax (incinding 
normal and surtax) which normally would have been paid on the income earned, 
This could be avoided by substituting for the language now in the bill the follow- 
ing: 

“(B) Amounts treated as ‘partially tax deferred’ under section (¢}— 

“(i) Shall not be recognized for purposes of the normal and surtax on cor- 
porations in the determination of the tax basis of any property acquired, con 
structed, or reconstructed therewith: and if ‘partially tax deferred’ amounts 
are used to reduce indebtedness, proper adjustment shall be made in the basis of 
the property subject to the indebtedness, 

“(ii) Shall be recognized for purposes of the excess profits tax on corporations 
in the determination of equity capital or total assets: and if ‘partially tax de 
ferred’ amounts are used to acquire, construct, or reconstruct property, depre 
ciation or other applicable amortization shall be allowed thereon for purposes of 
ealeulating the excess profits tax net income of any taxable year: and—" 

Also that part of section 21 granting similar tax deferment benefits to subsi- 
dized operators by amending the provisions of subsection COT (h) (5) Cline 20, 
p. 21, through line 5, p. 22) should be chanzed to read as follows: 

“(5) Amounts treated as ‘partially tax deferred’ under paragraph (4)- 

“(A) Shall not be recognized for purposes of the normal and surtax on cor 
porations in the determination of the tax basis of any property acquired, con 
structed, or reconstructed therewith; and if ‘partially tax deferred’ amouuts are 
used to reduce indebtedness, proper adjustment shall be made in the basis of the 
property subject to the indebtedness, 

“(B) Shall be recognized for purposes of the excess profits tax on corporations 
in the determination of equity capital or total assets: and if ‘partially tax de 
ferred’ amounts are used to aequire, construct, or reconstruct property, depre 
ciation or other applicable amortization shall be allowed thereon for purposes of 
calculating the excess profits tax net income of any taxable year.” 

Attention is invited to an inconsistency between the language appearing in 
sections 11 and 21 (lines 16-22, p. 10, and line 20, p. 21, through line 5, p. 22). In 
the former section the benefits of tax deferment are made applicable in connec- 
tion With new vessels constructed, reconstructed, reconditioned, or acquired by 
the taxpayer, while in the latter section they are made applicable in connection 
With property acquired, constructed, or reconstructed. If it is deemed desirable 
to extend to unsubsidized operators the right to recondition vessels from tax 
deferred income, some definition of the term “reconditioned” would appar desir 
able and there appears to be no reason why similar privileges should not be 
afforded to subsidized operators. 

In addition to the specific suggestions set forth above, it is desired to point out 
here that this Office repeatedly has recommended against the use of disguised 
subsidies in the form of tax benefits, and it is again strongly urged that considera 
tion be given to their elimination, to be replaced, if need be, with equivalent aid 
in the form of direct subsidy payments—to the end that the Congress and the 
people may be able to determine accurately the cost of the subsidy program. 


98380—52——2 
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The sections of H. R. 4729 having to do with accelerated depreciation have been 
deleted from 8S, 241 as now constituted. 

No comments other than those with respect to section 21, set forth above and 
those in the report and analysis of July 28, 1951, appear to be required with 
respect to the preposed amendments to title VI of the Merchant Marine Act, as 
amended (sees. 18, 19, and 20 of H. R. 4729, sees. 17, 18, and 19 of S, 241, as now 
constituted). A new section 20 provides that if voluntary deposits of earnings 
resnit in an overpayment of Federal income tax, interest thereon will not be 
allowed until approval of the deposit by the Commission, and that interest on 
deficiencies shall not accrue until disapproval by the Commission of a deposit. 

The sections of the proposed legislation having to do with salary limitations 
of subsidized operators, and with conformity of the act to Reorganization Plan 
No, 21 of 1950, require no comment here. 

In conclusion, while I do not recommend against the enactment of proper 
amendments to the Merchant Marine Act 1936, as amended, I again strongly urge 
that this bill be given further study in the light of the comments and recom- 
mendations in this and previous reports from the General Accounting Otlice, 

Sincerely yours, 

LINDSAY WARREN, 
Comptroller General of the United States. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., Septeniber 28, 1951. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25 D.C. 

My Dear Mr. Harr: This letter presents the comments of the Bureau of the 
Budget on S. 241, a bill to amend the Merchant Marine Act, 1936, as amended, to 
further promote the development and maintenance of the American merchant 
marine, and for other purposes. This bill has been passed by the Senate, and is 
now pending before your committee. 

The views of the President with respect to this legislation were transmitted 
by this Bureau to the Department of Commerce, and in turn were communicated 
by that Department to the Sonate Committee on Interstate and Foreign Com- 
merce in a letter of July 25, 1951. I understand that a similar letter was sent 
to your committee on August 10, 1951, with respect to H. R. 4729, the companion 
bill to S. 241. Since S. 241 as passed by the Senate differs in several important 
respects from the President's recommendations, this Bureau wishes to take this 
opportunity to restate and clarify the President's position on this subject. 

Under oxisting legislation, the Federal Governinent already provides substan- 
tial assistance to the shipping industry in a variety of forms. It provides con- 
struction and operating subsidies, liberal tax concessions, long-term mortgage 
joans at low interest rates, preferential treatment in connection with the move- 
ment of FCA and other emergency cargoes, and various other forms of assistance, 
In addition to these continuing measures, the Government has recently under- 
taken special programs, expressly designed to meet emergency needs for addi- 
tional shipping capacity. In particular, the Government is constructing 35 
modern, high-specd cargo vessels, incorporating design features important for 
defense requirements. It is also operating, through the National Shipping Au- 
thority, a large number of merchant ships needed to supplement normal shipping 
capacity in the present emergency. 

S. 241, which has been popularly designated the “long-range shipping bill,” 
proposes to broaden in a number of ways the Government aid now provided to 
the shipping industry. Among other things, it would 

L. Extend construction subsidy eligibility to vessels which are not operated 
on esseniial trade routes ; 

2. Broaden substantially the tax benefits of nonsubsidized operators; 

3. Limit the mortgage liability of purchasers of new passenger vessels: 

1. Reduce the age at which vessels can be traded in to the Government 
under section 510 of the Merchant Marine Act. 

Taken together, these various proposals would represent a major expansion 
ef the substantial subsidy aid already being given to this industry. While a 
number of the provisions of S. 241 appear sound, the President is opposed to the 
first two of the proposals listed above, for reasons which are indicated in detail 
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in this letter. Furthermore, the President feels that there is a clear justification 
for restricting the unduly liberal tax benefits which are now available to the 
shipping industry He feels that any legislation providing long-range modilica- 
tions of the Merchant Marine Act should include an adequate adjustinent of 
these present tax provisions. 

The Commerce Department letter of July 25, 1951, and this Bureau's letter of 
July 23, 1951, which was transmitted therewith, indicated the amendments to 
S. 241 which would be necessary in order to bring this legisiation into accord 
with the program of the President. The principai issues on which S, 241 (as 
passed by the Senate) differs irom the President's recommendations are indi- 
cated below: 

1. Extension of construction subsidy to vessels not operated on essential trade 
routes.—The Department of Commerce recommended that the provisions relating 
to this proposal be deleted from the bill. The Department pointed out that 
“Under present circumstances of mobilization and the material controls incident 
thereto, it appears highly improbable that any construction would develop out 
of this section in the near future.’ However, S. 241 as passed by the Senate 
retains the sections in question (secs. 1, 2, and 4). 

The extension of construction subsidy to vessels on other than essential trade 
routes would alter drastically the basic philosophy of the Merchant Marine Act. 
Under that act, Government subsidy assistance is provided only on routes whicl 
are found to be essential to the Nation’s defense and commerce, In exchange 
for such assistance, the subsidized operators undertake certain obligations re- 
garding the maintenance of adequate service and the orderly replacement of their 
vessels. This present concept treats Federal subsidy, not as an inherent right 
of the shipping industry as a whole, but rather as a form of special assistance, 
specifically designed to assure the maintenance of essential shipping services. 

S. 241 would depart from this fundamental concept. It would remove the 
present standard of essentiality of the service, and would authorize construction 
subsidy for any operator in the foreign trade. Operators who have been unable 
to satisfy the existing standard of essentiality, as well as those who have been 
unwilling to assume the obligations of subsidized op ‘rations, would become eligille 
for construction subsidy under this bill. This proposed broadening of the 
subsidy base for the maritime industry would potentially involve the Governmeni| 
in considerable additional expenditures, without any assurance that the resulting 
program would be closely related to the essential, long-term maritime needs oi 
this country. 

The President feels that the justineation for this proposed departure from the 
present philosophy of the Merchant Marine Act has not been adequately estab 
lished, especially in view of the Commerce Department opinion that this proposal 
would not result in additional vessel construction duriig the present emercency 
It is strongiy recommended that sections 1, 2, and 4 of S. 241 be deleted, as 
previously recomliended by the Department of Commerce. 
2. Tar benefits for subsidized opcrators On the basis of a detailed study by 
the Treasury Department of tax benetits under the Merchant Marine Act, and the 
‘comments thereon by the Department of Commerce, the President has recor 
mended that the Congress take immediate action t | i 
tax benefits. As indicated in his letter of July 31, 1951, transmitting the 
‘Treasury study to the Conzress, the President agrees with the basic conclusion 
of that study that tax benefits do not represent the most suitable means for 
assisting the merchant marine. They are in effect a hidden form of subsidy 
Which cannot readily be controlled in relation to the changing needs of the ship- 
ping industry. In fact, the benefits from these tax concessions are greatest in 
prosperous periods when aid is least required, and they are also greatest for 
those companies Whose profts make them least dependent upon Government aid. 

The President believes that such benefits should be eliminated as secon as 
possible, and replaced if necessary with more direct and open forms of aid. 
While such a step is being studied by the interested executive agencies and the 
Congress, the President has recommended inimediate action to reduce the size 
of the existing tax benefits to a more reasonable level. Detailed amendatory 
language designed to carry out this recommendation was transmitted, at the 
President's request, in the Commerce Department letter of July 25. In particular, 
it was recommended that full tax benefits continue to apply only to required 
deposits of depreciaticn in the operators’ reserve funds, and to capital gains 
experienced in the disposition of vessels. It was further recomimendod that 
earnings deposited by the subsidized operators be given tax deferment on only 
the normal corporate tax, and that they be subjected to both the surtay and 
the excess profits tax. As passed by the Senate, section 21 of S. 241 subjects these 
earnings only to the excess profits tax. Since the bill does not subject these earn- 
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ings to the corporate surtax, it provides only a limited correction of the present 
situation. 

The Treasury study demonstrates the very liberal benefits that have accrued 
to subsidized lines as a result of existing tax provisions. In their present 
form, the tax benefits under the Merchant Marine Act have been labeled a 
“tax deferment,” and technically that is a correct designation. However, the 
Treasury study points out that this deferment is tantamount to tax exemption, 
so long as the operators retain their subsidy contracts. 

It is questionable whether any special incentive in the form of tax benefits 
should be necessary to encourage the building up of cash reserves for vessel 
replacement. As one of the obligations assumed in exchange for Government 
aid, the subsidize’ operators agree to undertake an orderly vessel replacement 
program. The a cumulation of cash reserves needed for such replacement could 
reasonably be regurded as an inherent part of this obligation. 

However, quite apart from this basic policy question, the present tax benefits 
appear unnecessarily liberal, even as an incentive device. As pointed out in the 
letter of transmittal accompanying the Treasury study: 

“These tax benefits are far in excess of the amounts envisaged by the Congress 
when it enacted this legislation in 1936. Their value has multiplied as a result 
of unexpected increases in the level of shipping profits and corporation tax 
rates.” 

‘hus, increases in tax rates (which could not reasonably have been foreseen 
in 1956) have converted a relatively limited benefit into one of major proportions. 

As an immediate adjustment, the President has recommended that the tax 
benetits on earnings of the subsidized lines be limited to the normal tax rate. 
At the present normal tax rate of 25 percent, this benefit would in itself represent 
a substantial degree of assistance to the shipping industry; it would of course 
be correspondingly greater with the increased normal tax likely to be enacted 
in pending tax legislation. Even if it is assumed that some form of tax benefit 
on earnings is appropriate as an incentive for the accumulation of vessel re- 
placement funds, it seems clear that virtual exemption from the normal tax 
should provide more than enough incentive for this purpose. As pointed out by 
the President in his letter of July 31, 1951: 

“These proposed adjusiments in tax benefits would be a first step in the 
direction of eliminating hidden subsidies to the maritime industry, and one 
which can be taken without impairing the kind and degree of assistance needed 
under presently foreseeable conditions. I also believe that the proposed adjust- 
ments would be consistent with the scope of assistance which was contemplated 
when the tax provisions of the Merchant Marine Act were originally enacted. 
With these adjustments, the tax benefits would still provide ample incentives, 
particularly when taken together with other benefits under the Merchant Marine 
Act, to assure the sound promotion of the maritime industry as required for 
this Nation’s defense and commerce.” 

In view of the above considerations, this Bureau urges thar S. 241 be amended 
so as to require the payment of corporate surtax, as well as excess profits 
tax, on earnings deposited in the subsidized operators’ reserve funds. 

2. Tac benefits for nonsubsidized lines.—As indicated in the Commerce Depart- 
ment letter of July 25, the President has recommended that the limited tax 
benefits now available to nonsubsidized lines should not be broadened in amount. 
S. 241, however, would give the nonsubsidized lines major new benefits mm the 
form of deferment of normal tax and surtax on earnings deposited in construction 
reserve funds. 

In view of his recommendations for the curtailment of existing maritime 
tax benefits, the President feels that it would be a serious step in the wrong 
direction to increase the benefits for the nonsubsidized operators at this time. It 
should be kept in mind, in this connection, that the basic framework of Gov- 
ernment assistance under the Merchant Marine Act is directed toward the 
support of operations on essential trade routes. It has been indicated that 
tax benefits are questionable even for subsidized operators, who assume detinite 
obligations for the maintenance of service on these routes, and for the timely 
replacement of their vessels. Broadened tax benefits would certainly seem in- 
appropriate for other operators, who are not required to assume any such 
obligations. Accordingly, this Bureau urges the deletion of those provisions of 
S. 241 which expand tax benefits for nonsubsidized companies. 

4. Other provisions.—In addition to the principal issues discussed above, it is 
noted that S, 241 in its present form differs in a number of detailed provisions 
from the suggested language submitted in the Commerce Department letter. To 
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the extent that these detailed changes raise substantive issues, comments will 
be submitted in reports being prepared by the Department of the Treasury and 
the Department of Commerce. There is, however, one such change which this 
Bureau wishes to call particularly to the committee's attention. 

Section 21 of the bill as passed by the Senate provides that the tax benefits on 
earnings of subsidized operators would apply to any operator “holding an operat- 
ing-differential subsidy contract.” This would change the present language of 
the act, which extends these benefits only to operators “receiving an operating- 
differential subsidy.” The importance of this proposed change is indicated by 
the experience during World War II. During the war years, the normal services 
of the subsidized lines were of course disrupted, their vessels were taken over 
by the Government, and subsidy payments were suspended. While the subsidy 
contracts remained nominally in force, the subsidy program was in effect discon- 
tinued for the duration of the war. In a closing agreement concluded hetween 
the Bureau of Internal Revenue and the subsidized operators in 1947, it was 
agreed that earnings experienced during that period should not receive tax 
benefits under the Merchant Marine Act. 

The proposed change in S. 241 would apparently have the effect of continuing 
the tax benefits in full force during periods when normal subsidized operations 
are discontinued. In the opinion of this Bureau, the present policy of the act on 
this point is sound, and it is recommended that the above-quoted language of S. 
241 be amended to conform to that now contained in the act. 

For the various reasons indicated above, enactment of 8. 241 in ifs present form 
would not be in accord with the program of the President. This Bureau therefore 
urges that the bill be amended in keeping with the suggestions Contained in the 
Commerce Department letter of July 25, 1951. 

Sincerely yours, 
F. J. LAwvon, Director. 


THE SECRETARY OF COMMERCE, 
Washington 25, D. C., October 26, 1951. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C 

Dear Mk, CHAIRMAN: You have requested the views of the Department of 
Commerce with respect to S. 241, an act to amend the Merchant Marine Act, 1936, 
as amended, to further promote the development and maintenance of the Ameri- 
can merchant marine, and for other purposes. 

On August 10, 1951 (see Appendix B), we submitted to you our comments on 
H. R. 4729, a House companion bill to S. 241 (prior to its adoption by the Senate), 
and included certain recommendations for amendments. The comments in this 
letter are limited to considerations of these sections and portions of the act, S. 
241, as they differ from the suggestions contained in our report on HL. R. 4729. 

I. CONSTRUCTION-DIFFERENTIAL SUBSIDY (SECS. 1, 2, AND 4) 

These sections remove the requirements of section 601 (a) and (c) of the 
Merchant Marine Act, 1936, as to the essentiality of the service or route in the 
foreign trade to be served by new vessels constructed with title V construction- 
differential subsidy aid. With respect to these sections, we previously reported 
that, under present circumstances of mobilization and the material controls inci- 
dent thereto, it appeared improbable that any contracts would develop out of 
these sections in the near future and accordingly recommend that consideration 
of these sections be deferred until the international and economic situations have 
become more stable. This Department still holds this view. 

Moreover, further consideration must be given to the general questions of what 
construction aid should be granted to maintain over the years a merchant marine 
of adequate size and of suitable types of ships to protect the economic and mili- 
tary interests of this country and to support its international commitments. The 
Merchant Marine Act, 1936, makes provisions, through construction aid and 
throuch the building up of capital reserve funds, for the replacement of the fleets 
of subsidized operators, although these provisions involve administrative prob- 
lems of the utmost complexity. The act makes no provisions for replacement of 
the vessels of nonsubsidized operators, except to provide for the tax-deferred 
deposit in a construction reserve fund for a limited term of proceeds of sales or 
of indemnities for the loss of ships. In view of the need for further study of 
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these questions, and in view of the unlikelihood that any substantial volume of 
ship construction would result from this section during the present emergency, 
this Department recommends that consideration of the proposed extension of 
construction-differential subsidies be deferred without prejudice. 


II. CONSTRUCTION RESERVE FUNDS (SECS. 9 TO 16) 


These sections amend the construction reserve fund provisions (nonsubsidized 
operators) in section 511 of the 1936 act. 

@ur previous report favored the amendments to section 511, adopted by the 
Senate, relating to use of these deposits for reconstruction and reconditioning of 
vessels and forthe liquidation of vessel purchase money indebtedness (secs. 
9 and 10). 

Hiowever, these sections (9 to 16), as adopted by the Senate, in addition provide 
for the tax deferment status of deposits of earnings from operation of vessels 
not previously covered under sec. 511) in respect of normal tax and surtax but 
not of excess profits tax. As communicated to you in our letter of August 10, 
1951, the President opposes any such broadening of the tax benefits applicable to 


construction reserve funds. 
Ill. TAX TREATMENT OF RESERVE FUNDS OF SUBSIDIZED OPERATORS 


Section 21 of the bill as it passed the Senate includes provisions relating to 
tax deferment for deposits made into the capital reserve fund and the special 
reserve fund of subsidized operators under title VI to the 1936 act. This section 
would continne the present full tax deferment of these deposits which subsidized 
operators are required to make into the capital reserve fund arising from gains 
of vessels, depreciation, and also earnings or gains on 


from the sale and loss 
It would, however, reduce the present tax defer- 


amounts of required deposits, 
ment with respect to deposits of earnings made into the capital reserve fund or 
the special reserve fund, so that there would be tax deferment only as to the 
normal tax and surtax on corporations but not as to the excess profits tax 

The above provisions depart from the President’s recommendations as trans- 
mitted in our letter of August 10, 1951. While the President recommended full 
tax deferment on required deposits in the capital reserve fund, in respect of 
other deposits of subsidized operators he recommended deferment only as to the 
normal corporate tax. This proposal would make such deposits subject to the 
corporate surtaxes and excess-profits taxes, 

The Department of Commerce feels that the present tax benefits under the 
Merchant Marin: Act should net now be completely repealed unless alternative 
forms of assistance 4s may be necessary are provided, This view is shared by the 
President as indicated in his letter to the Congress of July 31, 1951. In that 
letter the President states: 

“However, if these benefits are to be completely eliminated careful considera- 
tion will have to be given to the possible effects of such action on our maritime 
industry and to the development of alternative forins of assistance that might be 
necessury to assure the maintenance of an adequate merchant fleet.” 

The President further feels, however, that the level of the present maritime 
tax benefits is excessive. Specific statutory language designed to carry out the 
President's recommendations in this regard was transmitted to your committee 
in the Department’s letter of August 10, 1951. 

We are advised by the Bureau of the Budget that there is no objection to the 
submission of this report and that enactment of S. 241 in its present form would 
not be in accord with the program of the President. 

Sincerely yours, 
CHARLES SAWYER, Secretary of Commerce. 


TREASURY DEPARTMENT, 
Washinaton, October 23, 19517. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
Hlouse of Representatives, Washington 25, D. C. 

My Dear Mr. CHAtRMAN: This is in reference to your letter of August 28, 
1951, requesting the views and comments of this Department with respect to 
the provisions of S. 241 (82d Cong., Ist sess.) passed by the Senate August 21, 
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1951. The bill prevides for amendment of the Merchant Marine Act, 1936, as 
amended. Reference is also made to your request of July 12, 1951, relating to 
H. R.. 4729 (S2d Cong., Ist sess.) which is similar to S. 441 as originally intro- 
duced in the Senate. 

As passed by the Senate, S. 241 provides special tax privileges for the non- 
subsidized shipping companies, whether or not operating on an essential loreign 
route. In addition, the bill would continue the virtual exemption from the led 
eral normal tax and surtax which has been enjoyed by the subsidized lines since 
1936. Earnings deposited by the subsidized operators in the special reserve 
fund would, however, be subjected to possible eXCESS protits rax. The bill makes 
a number of other amendments, of a nontax nature, to the Merchant Marine 
Act, 1936, including an extension of construction differential subsidies to any 


vessel used in the foreign trade of the United States without regard to the 
existing requirement as to the essentiality of service, route, or line The com 


ments of this Leepartment will be confined to the tax Provislons of the bill. 
The role of taxation in the merchant-marine program lias recently been given 
eareful study in the executive department At the request of the President, this 


Department, in consultation with the Department of Commerce, undertook a 
detailed analysis of the effect of the tax provisions of the 1950 act A report 
entitled “Scope and Effect of Tax Benefits Provided the Maritime Industry,’ 
summarizing the facts developed in this study and evaluating the tax provisions 
was transmitted to the Congress by the President and referred to your com 
mittee (printed as IT. Doc. No, 213, S2d Conez., Ist sess This report shows that 
because of increased profits and higher tax rates, the tax benelits realized by 
ship operators have greatly exceeded the amount contem Hated in the origina 


act. The report concludes that hidden tax subsidies of this character contlict 
with sound over-all tax policy and provide an ineflicient, uneconomical, and in 
equitable method of supporting the merchant marine. In forwarding the report, 


the President stated that he agreed in principie with the basic conclusion of the 
Treasury study and recommended that, pending consideration of the complete 
elimination of these tax provisions and as a first step in that direction, inimedi- 
ate action should be undertaken for curtailment of the maritime tax benetits 

On July 25 


25, 1951, the Secretary of Commerce, at the request of the President, 
forwarded, for the consideration of the Senate Committee on Interstate and 








Foreign Commerce, proposed amendments to S. 241 which would limit the tax 
benetits of the subsidized operators under existing law and which would strike 
from the bill those provisions extending tax benetits tr the nonsubsidized op 
erators, Sitmilar views were submitted to vour committee in a letter dated 
August 10, 1951, with respect to H. R. 4729. Specifically, it was proposed that: 


(1) The tax benetits of the subsidized operators with respect to earnings 
deposited in the reserve funds should be limited to the corporation normal 
tax. The operators would thus be required to pay the full surtax and any ex 
cess profits tax applicable to such earnings. Deposits of depreciation and gains 
in the capital reserve fund would not be subject to income or excess protits 
taxes. 

2) No tax benefits should be allowed with respect to deposits of earnings in 
the construction reserve funds. Greater flexibility would be permitted, however, 
in the Commitment and expenditure of the construction reserve tunds 

The Secretary of Commerce transmitted legislative language to accomplish 
these objectives. 

The bill passed by the Senate, however, deviates in several important respects 
from the recommendations submitted on behalf of the President with respect 
to the tax treatment of subsidized and nonsubsidized operators. 


{ 


SUBSIDIZED OPERATORS 


Instead of restricting the tax benefits of the subsidized operators to the 
corporation normal tax (30 percent under the Revenue Act of 1951). as the 
President suggested, the bill provides that such operators shall be ex mpt from 
both the normal tax and the surtax as to all deposits in the special reserve 
fund. Thus, all earnings in excess of 10 percent of capital necessarily employed 
in the business and any earnings which are voluntarily di posited in the special 
reserve fund would be exempt from the 52 percentage points of tax which. 
under the Revenne Act of 1951, is applicable generally to corporations. While 
the bill adopts the proposal that subsidized companies be subject to the excess 
profits tax of 30 percent on any portion of their earnings constituting “excess 
profits,” most of the companies enjoy substantial excess profits credits due to 
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the volume of earnings in the base period or a large invested eapital 
base and the impact of the excess profits tax would appear to be slight. 

The tax benetits allowed subsidized operators under section 21 of the bill 
are, except for the excess profits tax, virtually identical with the exemption 
now available under section 607 (h) of the present law. This provision, the 
Treasury study reveals, resulted in an estimated tax subsidy to these operators 
of $123.1 million for the 12 years ending December 31, 1949. These benefits 
were equivalent to almost 25 percent of the profits of the subsidized companies 
and were 50 percent greater than the net operating differential subsidy received 
during these years. Unlike the operating subsidies which must be repaid to 
the Government out of profits, no portion of these tax savings has been recovered 
or is recoverable so long as subsidized operations continue. 

The Treasury study further demonstrates that the benefits of the exemption 
accrued to the larger, more successful companies which were least in need of 
assistance. More than 60 percent of the benetits resulting from the tax exemp- 
tion, for example, went to the four largest companies. One of these companies 
increased its net worth more than 20 times. There is no evidence that the tax 
benefits were coordinated with a program for replacement of vessels or develop- 
ment of the fleet. 

While it has been said that section 21 of S. 241, like section 607 (h), provides 
merely for “deferment” of taxes, the collection of these taxes would be post- 
poned indefinitely so long as the company continued subsidized operations. This 
is due to the fact that the operator is, in effect, through deposits in the capital 
reserve fund, allowed full depreciation without regard to the reduced tax basis 
of vessels. Only in the unlikely event that subsidized operations were terminated 
would the operator be limited to the tax basis of vessels in computing deprecia- 
tion and thus lose any portion of his original tax benefits. 

It is the opinion of this Department that elimination of the exemption of 
the subsidized operators with respect to corporation surtaxes should be under- 
taken at this time as a constructive step toward the eventual elimination of 
the tax subsidy. At present rates of tax the subsidized operators would still 
be left in a substantially more favorable tax position than that contemplated 
When the 1936 act was passed. As indicated by the President, this curtailment 
of the present tax benefits is desirable pending further consideration of the 
effects of completely removing tax subsidization and the development of a 
program for direct assistance to the merchant marine, if found to be necessary 
or desirable. 

It should be noted that the amendments to the Merchant Marine Act contained 
in the bill are technically deficient in certain respects and might give rise to 
serious abuse. For example, section 21 of the bill would eliminate the require- 
ment of existing law that the operator be “receiving” operating-differential sub- 
sidy payments in order to qualify for the tax benefits. Deposits in the special 
reserve fund as well as the capital reserve fund would be exeinpt from tax if the 
operator were merely “holding” a subsidy contract even though no voyages pur- 
suant to the contract were made during the year. During World War IT when 
subsidy payments were suspended, subsidized operators deposited approximately 
$31,900,000 in the special reserve fund and claimed exemption from the wartime 
taxes on these amounts. In 1946 a subcommittee of your committee severely 
criticized the exemption of these deposits and action was taken to recover taxes 
on these deposits. Under the proposed amendment of the Merchant Marine Act, 
however, the applicable safeguards contained in the present law would be 
removed. It may also be pointed out that the language relating to interest on 
deficiencies contained in the amendment of section 607 (g) is contrary to the 
sound administration of voluntary deposits. This provision would sanction the 
placing of voluntary deposits in the reserve funds prior to approval by the Mari- 
time Commission. 

For the reasons indicated above, it is recommended that the bill be amended 
in accordance with the suggestions submitted on behalf of the President. Aecord- 
ingly, section 21 of the bill, should be revised to conform with the amendment of 
section 607 (h) of the Merchant Marine Act transmitted by the Department of 
Commerce. 

NONSUBSIDIZED OPERATORS 


Contrary to the recommendation submitted by the Department of Commerce 
at the request of the President, the bill provides for broadening of the tax benefits 
available to the nonsubsidized operators with respect to the construction reserve 
funds. Under the bill, shipowners would be permitted to deposit in the construe- 
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tion reserve fund, tax-free (except as to possible excess profits tax), any or all of 
their current earnings. The time required for commitment of the funds would be 
extended from 2 to 3 years, with an additional 2-year extension possible. ‘The 
funds would be available for the payment of indebtedness on vessels, and the 
reconditioning as well as acquisition of vessels. The basis of vessels on which the 
funds are expended would be reduced to the extent that the funds were not 
subjected to tax. 

At the present time, the tax benefit allowed with respect to section 511 is 
applicable only to capital gains and merely permits the operator to invest the 
entire proceeds on the disposition of one vessel in the acquisition of another. 
Earnings deposited in the funds are subject to regular corporate taxes. The 
existing provision operates merely as a deferment of tax since the earnings of 
the operator are computed with a lower depreciation allowance. The proposed 
sunendment, however, would substantially change the character of section 511 
deposits. It would not only permit the elimination of normal tax and surtax on 
current earnings from the operation of vessels, but would permit the indefinite 
postponement of tax through continued redeposits of earnings 

While the Senate eliminated from the biil the provisions relating to accelerated 
amortization, the proposed amendment of section 511 would permit virtually un 
imited amortization at the election of the taxpayer. Whereas under the acceler 
ated amortization provision the taxpayer would be limited to a deduction of 10 
percent of the cost of a vessel in a single year, the present bill would allow the 
operator to deposit 20, 50, or as much as 100 percent of the cost of a vessel in the 
fund in a single year. In fact, the cost of the vessel could be fully deducted for 
tax purposes before it had been acquired or even plans prepared for its con- 
struction. The proposed amendment of section 511 is subjoet therefore to the 
same objection as the accelerated amortization provisions which have been 
stricken from the bill. Such provisions allow the taxpayer to write off capital! 
investment in a manner which bears no reasonable relation to the useful life of 
the article, and violate fundamental income tax concepts which limit the allow 
ance for capital goods to the annual rate of depreciation, They also permit the 
shifting of taxes from years of high emergency rates to years of lower rates, 

Although proposals for accelerated amortization have frequently been made 
on behalf of several industries, the Congress has refused to permit such amortiza 
tion except under the limitations contained in seetion 124A. The amortization 
of emergency facilities allowed under section 124A is available to the merchant 
marine as to any other industry which meets the specitied requirements. How 
ever, to provide elective amortization for the nerchant marine, as the bill pro 
poses, without the safeguards and requirements of section 124A, discriminates 
against other segments of industry. The provisions of the bill would virtually 
exempt the nonsubsidized operators from income tax until the limits of capital 
investinent had been met and al! mortgage indebtedness retired. This privilege 
would extend not only to ships in foreign commerce but also to contract carriers 
on the Great Lakes, oil tankers, and carriers of commodities, such as iron ore, 
whose operations are integrated with large industrial concerns 

It has been said that these tax provisions are necessary in order to promote 
replacement of the merchant fleet and to offset the tax advantages of foreign 
operators. Tt would not appear, however, that the proposed tax advantaves 
have been shown to be a necessary or desirable means of maintaining the mer- 
chant fleet. While the shipping industry faces the problem of high replacement 
costs, this is a problem which is shared by other lines of business and which is 
ordinarily met by reinvestment of profits. Recent data as to profits of the non- 
subsidized lines for the years 19°6-48 show a rate of return on capital of 17.4 
percent (before taxes) which compares favorably with the rate of 186 percent 
for manufacturing industries. In addition to the internally generated protits, 
the nonsubsidized shipping lines receive numerous forms of indirect Government 
assistance such as fovorable loans (75 percent of the cost of a vessel may be 
financed at 344 percent interest, repayable over a period of 20 yvears), Govern- 
ment-finaneed shipments, and the purchase of Government-constructed vesstis. 
If these provisions are inadequate for the maintenance of the fleet, it would 
appear that direct aid would be preferabie to a concealed subsidy throuch the 
tax system. 

It has also been said that the tax provisions of certain foreign countries allow 
more favorable tax treatment than that accorded American shipowners, In 
evaluating foreign tax treatment, however, consideration should be given to the 
total tax burden in the foreign country and not merely to individual tax pro- 
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visions. The benefits of a particular provision may be more than offset by other 
taxes, such as capital levies or tonnage charges, imposed in the foreign country. 
It should also be noted that such tax provisions are ordinarily of general appli- 
cation in the foreign country and do not represent preferential treatment for 
the merchant marine as would the provisions of S. 241. More important, how- 
ever, it would not appear desirable or practical to pattern taxation of the mer- 
chant marine upon provisions adopted in foreign countries having different tax 
systems and different revenue requirements. 

The further contention has been made that liberalization of section 511 for 
the benefit of nonsubsidized operators should be adopted in view of the special 
treatment accorded subsidized operators under section GO7 (h). The relatively 
creater financial burden imposed on the subsidized lines under contracts re- 
quiring maintenance of regular service renders comparison of the respective 
positions of subsidized and nonsubsidized lines impractical. The recommenda- 
tion of the President reducing the tax benefits of the subsidized operators would, 
however, tend toward equality of tax treatment. Eventually, elimination of tax 
subsidies of the subsid'zed operators would place the subsidized operators on 
the same basis as nonsubsidized operators and as all other taxpayers. 

It is recommended by this Department that deposits of earnings in the con- 
struction reserve funds should not be exempt, in whole or part, with respect 
either to the corporation normal tax or surtax. Accordingly, the provisions of 
sections 10, 11, 12, and 15 of the bill, broadening the tax benefits applicable to 
the construction reserve funds, should be deleted. 

The Director, Bureau of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report. 

Very truly yours, 
JOHN W. Snyper, Secretary of the Treasury. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., March 21, 1952. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Varine and Fisheries, 
House of Representatives, Washington 25, D.C. 

My Dear Mr. CHARMAN: Your request for comment on the bill H. R. 4729, to 
amend the Merchant Marine Act, 1936, as amended, to further promote the devel- 
opment and maintenance of the American merchant marine, and for other 
purposes, has been assigned to this Department by the Secretary of Defense for 
the preparation of a report thereon expressing the views of the Department of 
Defense. Inasmuch as S. 241, a companion hill to H. R. 4729, is now pending 
before vour committee, the views expressed herein are considered to be applicable 
to that bill also. 

The purpose of H. R. 4729 is to amend various provisions of the Merchant 
Marine Act, 1936, as amended, in order to clarify, liberalize, and modernize the 
act to meet changed shipping conditions and to provide adequate profit incentives 
for ship operators and shipbuilders; to encourage construction of passenger 
ships and other needed types of vessels in order to provide a balanced United 
States merchant fleet serviceable as military auxiliaries for national defense 
purposes; to enable American shipowners to compete equally in foreign trade; 
and to aid in the reestablishment of domestic shipping. 

In time of peace the national economy requires an adequate shipbuilding 
industry, and in time of war or emergency there must be an adequate pool of 
merchant-type vessels immediately available for troop transport, cargo, and 
tanker service. Ship design and production ability must be kept alive and active 
in time of peace in order that the shipbuilding industry may render proper 
service to the Nation in time of war. The Department of Defense favors legisla- 
tion which would accomplish these objectives. 

With reference, however, to the particular legislation which is the subject of 
this report, the Department of the Navy has been informed by the Bureau of the 
Budget that the enactment of H. R. 4729 in its present form would not be in 
accord with the program of the President. In this connection, reference is made 
to the letter of the Director, Bureau of the Budget, to your committee dated 
September 28, 1951, wherein the views of the President are set forth in greater 
detail. 
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This report has been coordinated within the Department of Defense in accord- 
ance with the procedures prescribed by the Secretary of Defense. 
Sincerely yours, 
G. L. RUSSELL, 
Rear Admiral, United States Navy, 
Judge Advocate General of the Navy 
(For the Secretary of the Navy). 





EXECUTIVE OFFICE OF THE PRESIDENT, 
NATIONAL Security Resources Boarp, 
Washington 25, D. C., April 14, 1952. 
Hon. Epwarp J. THArt, 
House of Representatives, Washington 25, D.C. 

Dear Mr. Harr: This is in reply to your request for suggestions concerning 
S. 241, a bill to amend the Merchant Marine Act, 1986, as amended, to further 
promote the development and maintenance of the American merchant marine, 
and for other purposes. 

We have examined this bill prfmarily from the point of view of its possible 
effect on national security. An adequate and modernized merchant marine is, 
of course, an important element in this security. Any measure which effectively 
increases our merchant shipping facilities, without disrupting the stability of the 
industry, is desirable from the point of view of security programs. With the 
following exceptions, the National Security Resources Board sees no objection to 
S. 241. 

1. It is suggested that action on those portions of the bills which extend eligi- 
bility for construction-differential subsidies to vessels other than those to be 
used on essential trade routes be deferred for the present time. It is probable 
that these provisions would have little effect om new ship construction under- 
existing conditions. 

2. We suggest that the opinions of both the Department of Commerce and the 
Department of the Treasury be given careful consideration with regard to ad- 
justment in the tax provisions of both the Merchant Marine Act and S. 241. 

The Bureau of the Budget bas advised us informally that it has no objections 
to the submission of the report 

Thank you for the opportunity of submitting our Comments on this measure. 

Sincerely, 
Epwarp T. Dickinson, Vice Chairman, 





AVPENDIX A 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 23, 1951. 


Hon. EnwaArp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

My Drak Mr. CHArmMAN: Reference is made to your letter of July 10, 1951, 
acknowledged by telephone on July 12, forwarding for such suggestions as this 
Otlice may deem proper touching its merits and the propriety of its passage, a 
copy of LL R 4729, Kighty-second Congress, entitled “A bill to amend the Mer- 
chant Marine Act, 1936, as amended, to further promote the development and 
maintenance of the American merchant marine, and for other purposes.” 

Hl. Rt. 4729, Eighty-second Congress, is identical with S. 241, Eighty-second 
Congress. In a letter dated February 1, 1951, to the chairman, Conunittee on 
Interstate and Foreign Commerce, United States Senate, in reference to that bill, 
it was pointed out that the purpose of the proposed legislation is to amend title 
V “Construction-differential subsidy’—of the Merchant Marine Act, 1936, as 
amended, and to make certain incidental changes in title VI-——‘Operating dif- 
ferential subsidy”; that it is the opinion of this Office that the 
enactment of legislation of this type should be preceded by a thorough considera- 
tion of (1) the present financial condition of ship operators, both subsidized 
and nonsubsidized, and (2) the present need for liberalizing the provisions of 
the Merchant Marine Act, 1936, as amended; and that, as recommended in a let- 
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ter of February 6, 1950, transmitting to the Speaker, House of Representatives, 
the General Accounting Office report on the audit of the United States Maritime 
Commission for the fiscal years ended June 30, 1948 and 1949 (p. III, H. Doe. No 
465, Sist Cong.), consideration should be given to the elimination from the law 
of tax deferments and tax exemptions, to be replaced, if necessary or desirable, 
With equivalent aid in the form of direct subsidy payments. 

What was said with respect to S. 241, in the letter of February 1, 1951, appears 
equally applicable to H. R. 4729. 

Accordingly, while I do not recommend against the enactment of H R. 4729, 
I urce that further consideration be given the matter in the light of the recom- 
mendations contained herein and those contained in an analysis of the bill, four 
copies of which are forwarded herewith. 

As requested, this letter is forwarded in quadruplicate. 

Sincerely yours, 
FRANK L. YATEs, 
Acting Comptroller General of the United States. 


ANALYsIs OF H. R. 4729, Elanry-seconp Congress 
CONSTRUCTION-DIFFERENTIAL SULSIDY 


Sections 1, 2, and 4 of the bill (amending secs. 501 (a) and (c), 504, and 
905 (a) of the Merchant Marine Act, 1936, as amended) are designated to extend 
the present authority for the granting of construction-differential subsidies to 
all vessels in foreign commerce without the present requirements that foreign 
competition be found to exist and that the vessels shall be for use on a service, 
route, or line determined by the Maritime Commission to be essential under 
section 211 of this act. The extensicn of subsidy aid applies not only to the con- 
struction of new vessels, but in exceptional cases, to reconstruction and recon- 
ditioning of old vessels under section 501 (¢). No criteria for use in determining 
what constitutes exceptional cases is contained in the present law or in the 
proposed amendments. 


LIMITED LIABILITY ON PASSENGER VESSELS 


Sections 3 and 6 of the bill (amending sees. 590% and 509 of the 1956 act, as 
amended) are designed to limit the liability of the purchasers of passenger 
vessels of not less than a given size, speed, passenger capacity, and cost. They 
provide that the balance due on a purchase contract of such a vessel delivered 
after enactment of the bill shall be secured only by a first preferred mortgage 
on the vessel and that the obligation of the purchaser in case of defanit in 
payment will be discharged by surrendering to the Government the vessel and all 
rights therein. [If the Congress determines that this preferential treatment to 
purchasers of passenger vessels is required, no objection to its enactment will 
he interposed by this Office. It is believed, however, if the purpose of the 
legislation is to encourage the construction of vessels and not to offer additional 
benefits to purchasers who already have acquired or contracted to acquire vessels, 
that line S on page 3 of the bill should be amended to rend “Act, the contract for 
the reconversion, restoration or purchase of which is executed subsequent to the 
date of enactment,” and that line 16, on page 5, be amended to read “constructed 
under this section under a contract executed subsequent.” 


TRADE-IN OF OLSOLETE VESSELS 


Sections 5, 7, and 8 and a part of section 17 of the bill (amending secs, 507, 
510 (a) and (d) of the 1936 act, as amended, and adding sec. 512 (g) thereto) 
are designed to liberalize provisions of the present act which deal with the 
trade-in of obsolete vessels. Section 5 of the bill extends the trade-in provisions 
of section 507 to vessels in the domestic trade; section 7 reduces the minimum 
age for obsolete vessels from 17 to 12 years; section 8 provides that the rate 
of reduction of allowance for a vessel to be turned in after use during the con- 
struction period of a new vessel shall be fixed in advance; and section 17 (2) 
requires that in the event a shipowner has amortized the cost of a vessel at the 
accelerated rate allowed and desires to trade the vessel in to the Governinent 
on a new vessel, the book value of the traded-in vessel computed on the basis 
of such accelerated amortization, rather than on a 20-year life, shall he con- 
sidered as one of the factors in fixing the value, unless the owner returns to 
the Government any tax benefits he may have obtained by taking advantage 
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of accelerated amortization. While it appears from the first paragraph ending 
on page 7 of Senate Report No. 1829, to accompany 8S. 2756, Eighty-first Conzress, 
which, as amended, was identical with H. R. 4729, Bigzhty-second Conzress, that 
this last mentioned provision was intended to apply to both section S07 and 
section 510 trade-ins, the language of section 17 (2) of the bill does not clearly 
so provide. It is suggested that this matter might be cured by amending line 
20 on page 17 of the bill to read “depreciated vaiue of an inadequate or obsolete 
vessel in connection with,” and amending line 23 of the same page to read 
“seetion 507 or 510 (d): Provided, howerer, that if the taxpayer.” Line 1 of 
page 18 also should be amended to read “acquisition by the Commission under 
sections 507 or 510, over and,” and line 4, page 18, to read “useful life, then 
depreciation for the purposes of section 507 or 510.° Under the act as now 
constituted vessels from 10 to 17 years of age may be traded in under the less 
liberal provisions of section 507. One efiect of the proposed amendments would 
be to make available with respect to all vessels 12 or more years of axe the 
more liberal provisions of section 510. 


CONSTRUCTION RESERVE FUND 


Sections 9 through 16 of the bill (amending secs. 511 (b), (c), (d), (e), 
(z), (hb), and (i) of the 19236 act, as amended) have as their primary object the 
exiension to nonsubs:dized operators of Federal tax deferment privileges with 
respect to earnings placed in construction reserve funds and subsequently used 
for the purchase of vessels. This would result in indirect subsidies, the cost of 
which is not determinable and which are not necessarily related to the needs 
of the beneficiaries. The bill as now constituted has been so drawn as to prevent 
the conversion of ordinary income to capital gains which are taxable at a lower 
rate than ordinary income. It is noted, however, that while the primary purpose 
of the amendments to the act here under consideration is to promote new vessel 
construciion, the construction fund is to be available for the liquidation of pur- 
chase money indebtedness on vessels previously acquired. The question nat- 
uraily arises as to how this provision, which it is noted would apply among 
others to vessels purchased under the Merchant Ship Sales Act of 1946, will 
operate to encourage bnew construction, 


ACCELERATED DEPRECIATION 


Section 17 of the bill (adding a new see. 512 to title V of the 1956 act as 
amended) is designed to permit to a nonsubsidized operator in such annual 
amounts as he may deem appropriate accelerated aimortization for Fcderal 
income and excess profits tax purposes so long as the accuinulated depreciation 
does not exceed 10 percent per year. The owner would be required to increase 
his annual payments on his mortzage indebtedness to the United States. In 
case a vessel subject to section S02 of the act is requisitioned by the Govern- 
ment the accelerated amortization must be considered in determining com- 
pensation unless the tax benelits previously secured by the employment of 
accelerated amortization rates are returned by the owner to the Government. 
It would appear that consideration should be given to applying the same rules 
to other vessels requisitioned under the act. Provision is also made in the 
section to insure that the deduction of amortization in excess of ordinary 
depreciation does not have the effect of converting ordinary income into capital 
gain income should the vessel be sold or otherwise disposed of. 


TITLE VI AMENDMENTS 


Sections 18, 19, and 20 (amending sees. 606, GOT (b) and (d) of the 1926 
act, as amended) are designed to permit the recomputation of the life ex- 
pectaney of a reconstructed vessel being operated under an operating-differential 
subsidy agreement, and the recomputation of depreciation charges for the pur- 
pose of making deposits in the capital reserve fund, on the redetermined life 
expectancy and to permit the subsidized operator to increase deposits in the 
capital reserve fund on account of regular depreciation by additional deposits 
of not to exceed 5 percent. 


SALARY LIMITATION OF SUBSIDIZED OPERATORS 


Section 21 of the bill (amending sec. 805 (ec) of the 1936 act, as amended) 
is designed to permit the payment to directors, officers, and employees of 
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operators under operating-differential subsidy agreements of salaries in excess 
of the present limitation of $25,000, but to retain the limitation for the pur- 
pose of determining the Government’s rights under contracts entered into under 
title VI or VII of the act. 


CONFORMITY WITH REORGANIZATION PLAN NO, 21, 1950 


Section 22 of the bill (adding a new subsection to sec. 905 of the 1936 act, 
as amended) is designed to conform the instant legislation to Reorganization 
Plan No. 21 of 1/50, effective May 24, 1950. 


CAPITAL RESERVE FUNDS 


Although the proposed bill includes provisions to prevent the conversion 
to long-term capital gains of ordinary income deposited in construction reserve 
funds, a possibility still exists that ordinary income deposited in capital re- 
serve funds of subsidized operators may be converted to long-term capital 
rains. It is suggested that consideration be given to the inclusion in the bill 
of appropriate language to prevent this possibility. 


PROVISIONS CONFERRING TAX BENEFITS 


All provisions of the bill which provide for additional tax benefits, including 
those authorizing accelerated depreciation, are subject to the objection that 
no estimate of the cost or burden on the Federal Treasury can now be made 
or in all likelihood ever will be known. The provisions possess all the evils 
that are inherent in disguised subsidies. So long as such legislative benefits 
are conferred, enlarged, and extended in scope no one will be in a position 
to say how much the establishment and maintenance of a merchant marine 
is costing the American taxpayer. 


APPENDIX B 


THE SECRETARY OF COMMERCE, 
Washington 25, August 10, 1951, 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. Harr: The views of the Department of Commerce and the Maritime 
Administration on the bill H. R. 4729, the so-called long-range shipping bill, 
have been requested. This bill is to amend the Merchant Marine Act, 1936, 
as amended, to further the development of the American merchant marine, and 
for other purposes. 

The Merchant Marine Act, 1936, has been amended heretofore in a number 
of instances but in no case to as extensive a degree as is contemplated in the 
proposed bill. 

In the light of subsequent developments, it appears that the act as drafted 
in 1935 and 1936 was based on a rather unimaginative belief that the ocean 
shipping situation would remain static and that general economic conditions 
would be substantially stable. The provisions of the act as to foreign competi- 
tion on essential trade routes, as to the requirements of the capital-reserve fund, 
and as to tax benefits and replacement programs, all indicate this assumption 
of continued stability. 

Actually within 5 years of the passage of the act we were in World War II 
and have been experiencing a period of major international economic-political 
turmoil since 1941. In the main, however, the 1936 act has served exceedingly 
well as a means of implementing at least to a degree the policy set forth in sec- 
tion 101 thereof and reaffirmed in section 2 of the Merchant Ship Sales Act of 
1946. 

It is true that the benefits of the 1936 act are substantial to one sector of the 
shipping industry and very small in others. The steamship lines established on 
foreign trade routes which have been approved as essential and to which operat- 
ing-differential subsidy contracts have been awarded, are well protected and 
except for radically changed circumstances of some sort or the remote circum- 
stances of serious mismanagement are reasonably assured of survival and 
moderate income for a period of years. 
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The Government is in fact a partner in such operations and strongly inclined 
therefore to guard its interests by restricting the number of subsidized lines in 
any service following the policy established in tithe VI of the act. Actually 
today, of some 842 privately owned or privately operated passenger and dry- 
cargo ships under the American flag, only 248 are approved as eligible for operat- 
ing-differential subsidy. Eligibility for construction-differential subsidy goes 
hand in hand in the law with operating-differential subsidy, i. e. it is limited 
to ships intended for service on particular essential foreign-trade routes. 
Section 1 

The intent of section | of the bill as introduced is to extend the eligibility for 
construction-differential subsidy under title V, Merchant Marine Act, 1936, to 
vessels to be used in foreign trade and commerce of the United States without 
regard to the existing requirements as to the essentiality of service, route, or 
line, to be served by the vessels. Under present circumstances of mobilization 
and the material controls incident thereto, it appears highly improbably that 
any construction would develop out of this section in the near future. It is 
accordingly recommended that consideration of this section be deferred until 
the international and national economic situations have become more stable. 
Sections 2 and 4 

Sections 2 and 4 of the bill as introduced are supplementary to section 1 
and enactment should accordingly be deferred until section 1 is considered again. 
Nection 3 

Section 3 presents a matter of very considerable importance to the Government 
and to the shipping lines which undertake the purchase and operation of large 
passenger vessels. The section provides that payments due under a purchase 
contract under section 505 would be secured by a first mortgage on the vessel 
and the obligation of the purchaser would be discharged by surrender of the 
vessel and all rights therein to the Government. In view of the urvent need of 
passenger vessels and their value to the Government as troop ships, we recom- 
mend approval of such section, amended as hereinafter suggested. The con- 
siderations in support of this section are clearly set forth on page 9 of Senate 
Report No, 295, Eighty-second Congress, on the bill, S. 241, identical with H. R. 
4720. 

In the light of present technological trends the minimum characteristics for 
vessels to be eligible under this provision should be increased so as to provide 
that the minimum ship to be eligible for the benefits of the nonrecourse pro- 
visions proposed should be not less than 10,000 gross tonnage and not less than 
1S knots speed with accommodations for not less than 200 passengers and be 
approved by the Secretary of Defense. It should further be provided that the 
non-recourse-loan provision should be available only with the approval of the 
Federal Maritime Board. The limitation of construction cost of not less than 
$10,000,000 has already ceased to be of substantial significance and since the other 
limitations proposed would guard the section adequately, it is considered that 
this construction cost limit could well be deleted. Subject to the amendments 
proposed, it is recommended that this section be approved, 

Section 5 

Section 5 extends the provisions of section 507 of the act, providing for the 
purchase by the Commission, in its discretion, of a vessel te be replaced by a new 
vessel. Section 507 authorizes the Government to acquire vessels engaged in 
foreign trade which are obsolete or inadequate in such trade. Section 5 would 
amend section 507 to authorize the acquisition of vessels engaged in domestic 
trade. This is believed to be a desirable addition in furthering the maintenance 
of a modern and efficient merchant marine in the over-all and it is recommended 
that it be approved. 








Section 6 


Section 6 of the bill would extend to passenger vessels to be built under section 
509, with mortgage aid but without construction subsidy, benetits contemplated 
under section 3 for vessels built for foreign trade routes. Under present circum 
stances it appears improbable that many applicants would attempt to take advan 
tage of this extension of the nonrecourse provision. On the other hand, there 
appears no objection to it on the basis of equal treatment and it is accordingly 
recommended for approval with the same amendments as in section 3 relating to 
approval by the Federal Maritime Board. 
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_ 


Section 7 

Section 7 stemmed from one of the recommendations of the President’s Advis- 
ory Committee on the Merchant Marine to assure progressive replacement of 
the large block of war-built tonnage now in the American merchant marine and 
thereby to avoid what will in the not too distant future be an overwhelming block 
obsolescence in the dry-cargo tieet. As it stands, the section substitutes 12 years 
for 17 vears as the age limit in the definition of the term “obsolete vessel.” The 
objectives of the section will have been met by June 30, 1958. It should, there- 
fore, be limited in operation to not later than that date. 

It is recommended that section 7 be amended by adding a provision to section 
510 (a) (1) permitting until such date, the Government to acquire for an allow- 
ance under section 510 vessels 12 years old without regard to the present require- 
ment of such vessels being “obsolete or inadequate for successful operation in the 
domestic or foreign trade of the United States.” 


Section 8 

Section S merely requires that the allowance rate for use of an obsolete vessel 
pending the availability of the new ship to be fixed for the entire period of such 
use be determined at the time of execution of the contract for the new vessel, 
whereas the present language leaves the date of such determination open. It is 
desirable to fix this rate initially and the section should be approved. 


Sections 9 to 18 

Section 9 of the bill would revise section 511 (b) of the act so as to extend 
the availability of the construction reserve fund approved for nonsubsidized 
owners not only for the construction or acquisition of new vessels but for recon- 
struction and reconditionine of their vessels or for other purposes authorized. 
This section should be approved. 

Section 10 extends to nonsubsidized operators tax-deferred benefits for sums 
deposited in a construction reserve fund corresponding to those provided in 
section 607 (h) for subsidized operators. Section 10 also places limits on the 
time with n which earnings from operations may be deposited in order to gain 
the tax benefits. This question is one of difficulty fraught with questions of 
over-all Administration policy and principles. 

The whole question of tax benefits to shipping has been the subject of extensive 
study by the Department of the Treasury and by the Maritime Administration. 

In view of the mobilization emergency and the uncertain and constantly shift- 
ing conditions in the shipping industry it would be dangerous to disrupt sharply 
the operation of the 1986 act. 

In view of those conditions, it would be most inadvisable to repeal any pro- 
‘isions of the act requiring deposits on the part of subsidized operators or per- 
mitting voluntary deposits by either subsidized or unsubsidized operators. To do 
so would weaken the fundamental streneth of the 1936 act, which is to assure 
the ava lability of funds for the replacement and additions to subsidized opera- 
tors’ fl ets, to encourage such replacements and additions in the case of nonsub- 
sidized operators, and to develop and maintain a modern merchant marine 
available for use in times of emergency and in periods of time when earnings are 
small or nonexistent. 

The President has advised that it appears desirable, as a matter of tax policy, 
to efiect certain adjustments in the tax provisions of the Merchant Marine Act, 
1936. Specifically, the President requests that there be transmitted for your 
cons deration amendments to the bill H. R. 4729, which would have the following 
effects: 

(a) Granting full tax deferment benefits on required deposits in the capital 
reserve fund. 

(b) Granting deferment on the normal corporate tax for other deposits of 
subsidized operators, without deferment of corporate surtaxes or excess-profits 
taxes. 

(c) Permitting the construction reserve fund of nonsubsidized operators to 
be extended to cover reconstruction and reconditioning of vessels, and extending 
by 1 year the period within which such funds must be committed, without broad- 
euing the tax benefits applicable to these funds. 

The attached draft of amendments to H. R. 4729 includes amendments to 
section 607 of the 1936 act designed to carry out these policies. 

We recommend approval of the amendments to section 511 which permit the 
use of construction reserve fund moneys, not only for construction or a ‘quisition 
of new vessels as under existing law, but also for the reconstruction and recon- 
ditioning of vessels, and for the liquidation of purchase money indebtedness. 
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The amendments to section 511 extending the time of required commitment of 
deposits to avoid the imposition of taxes at the established rate seem reasonable 
under the circumstances. The net effect would be to extend the present 2-year 
fixed original period to 3 years, thus permitting an aggregate commitment period 
of 5 years, if the maritime agency exercises its discretion to approve an addi- 
tional extension for periods not exceeding 2 years in the aggregate. 

While present time limitations on the commitment of funds for new construe- 
tion or reconstruction seem fairly liberal, experience has shown that unforeseen 
difficulties tend to postpone the new construction and protection is afforded the 
Government by the requirement that funds not used or committed within the 
requirements of the section are taxable as of the time of withdrawal, thereby 
placing a considerable risk on the depositor in respect of increased, rather than 
decreased, tax rates. 


Section 14 


The material covered in section 14 of the bill as introduced has already been 
enacted into law (see Public Law 50, Sist Cong., approved April 20, 1949). 
Section 15 

Section 15 is a technical amendment to recognize the fact that the eapital-stock 
tax and the declared value excess-profits tax have been repealed as with respect 
to taxable years ending after June 30, 1945, and that the 1.1 percent tax provided 
in original section 511 (i) was impliedly repealed. This section recognizes this 
situation and clarifies the law. This section should be approved. 

Section 16 

Section 16 grants the privileges of section 511 of the act as to the establishment 
of construction reserve funds, etc., specifically to cover reconstruction and recon- 
ditioning or modernization of vessels for exclusive use on the Great Lakes, includ- 
ing the St. Lawrence River and Gulf, and provides such vessels shall be deemed 
to be new vessels in the meaning of the section. This is considered to be a desir- 
able addition and should be approved. 

Section 17 

Section 17 of the bill would add a new section 512 to title V of the 1986 act 
and would provide for “accelerated depreciation” for the vessels of nonsubsidiz-d 
operators for purposes of Federal income and excess profit taxes. In view of the 
provisions of the Internal Revenue Code, as amended, which permit the ap- 
proval of accelerated depreciation on facilities essential to the defense mobiliza- 
tion of the country, the addition of this section to the Merchant Marine Act, 1936, 
does not appear to be necessary at this time. 

Sections 18 and 20 
Sections 18 and 20 of the bill are amendments to sections 606 (5) and GOT (d) 


to bring them in conformity with the amendment to section 607 (b) proposed in 
section 19 discussed in the next paragraph. 
Section 19 

Section 19, clause (1), amends section 607 of the act to permit the recomputa- 
tion of life expectancy of a reconstructed vessel in use under operating-subsidy 
contract for the purpose of determining the amount of annual depreciation to be 
deposited in the capital reserve fund on a reconstructed vessel. The act requires 
that the deposit be made on the original basis of 20-year life of the vessel and in 
the proposed amendment the depreciation charges would be adjusted for a rede 
termined life expectancy. It is recommended that this amendment be approved 
subject to a proviso that the life expectancy shall be determined by joint action 
of the Federal Maritime Board and the Treasury Department. 

Section 19, clanses (2) and (3), of the bill includes a second amendment which, 
in effect, would grant subsidized operators the right to deposit accelerated depre- 
ciation as provided for nonsubsidized operators under section 17 in construction 
reserve funds. In view of the comment on section 17, this amendment in section 
19 is not considered necessary at the present time. 

Section 21 

Section 21 of the bill amends section 805 (c) of the 1936 act to permit payment 
of salaries by subsidized operators in excess of the present limitation of $25,000, 
with the proviso, however, that for the purposes of determining the Government’s 
rights under the subsidy contracts, the $25,000 limitation continues to apply. In 
view of the recognized increase of salary levels since the enactment of the 1936 
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act, and more particularily since 1959, it seems that this amendment appears 
reasonable and not in violation of the original intent of the section in question 
to prevent carelessly liberal expenditure of funds of a subsidized operator, 
Section 22 

Section 22 of the bill amends section 905 of the TW56 act and the proposed 
ainendments in accord with Reorganization Plan No. 21 of 1950, eflective May 24, 
1950, which abolished the United States Maritime Commission and created the 
Federal Maritime LDoard and the Maritime Administration in the Department 
of Commerce, 

There is enclosed herewith a draft of amendments to the bill TL. R. 4729 in 
accordance with the above recommendations and the advice of the President 
With respect to tax modifications. This draft includes technical and clarifying 
amendments made necessary by the substantive amendments 

kor Vour information there is enclosed a copy of a letter from the Director, 
Bureau of the Budget, containing the advice of the President with respect to the 
bill) S. 241, an identical bill, and the views of this Department thereon 

Sincerely yours, 
THomas W. 8S. Davis, 
Ieting Secretary of Commerce. 


AMENDMENTS Prorostep to EH. R. 4720 


Page 1, strike out lines 3 through 10. 

Pare 2, strike out lines 1 through 22 and insert in lieu thereof: ‘Phat section 
503 of the Merchant Marine Act, 1986, as amended, is amended by (1)". 

Page 3, line 8, strike out the words “the date of enactiuent of this amendatory 
Act” and insert “Mareh 8, 1946". 

Page 3, line 10, strike out “seven” and insert “ten”. 

Page 5, line 11, strike out “sixteen” and insert “eighteen”, 

Page 3, line 13, strike out “(IV) has a total construction cost of not less than 
$10,000,000, and (V)" and insert in lieu thereof “and (1V)”. 

Pave 3, lines 14 and 15, strike out “Navy Departiment” and insert “Secretary 
of Defense”. 

Page 3, line 15, strike out “shall” and insert in lieu thereof “may, with the 
approval of the Commission,”. 

Page 3, line IS, strike out the words “The sole resource” and insert in lieu 
thereof the following: “With the approval of the Commission, such first pre- 
ferred mortgage may provide that the sole recourse”. 

Page 4, strike out lines 12 through 19. 

Pave 4, line 20, strike out “Sec. 5° and insert in lieu thereof “S 

Page 4, line 28, strike out “See. 6” and insert in lieu thereof “Sec. 3”. 

Pace 5, line 20, strike out “shall” and insert in lien thereof “may with the 
ipproval of the Commission”. 

Page 5, strike out lines 28 through 25 and insert in lieu thereof the following: 

“Sree. 4. Paragraph (1) of section 510 (a) of such Act is amended by inserting 
before the period at the end thereof a colon and the following: Prorided, That 
until June 30, 1958, the term ‘obsolete vessel’ shall mean a vessel or vessels, each 
of which (A) is of not less than one thousand three hundred and fifty gross tons, 
(B) is not less than twelve years old, and (C) is owned by a citizen or citizens 
of the United States and has been owned by such citizen or citizens for at least 
three vears immediately prior to the date of acquisition hereunder.” 

Page 6, line 1, strike out “Sec. 8” and insert “See. 5” 

Pace 6, line 6, strike out “Sec. 9" and insert “Sec. 6” 

Page 7, line 9, strike out “Sec, 10° and insert “See. 7”, 

Page 7, line 10, strike out lines 10 to 16 and the part of line 16 preceding the 
word “by”. 

Page 7, line 20, beginning with the word “except” strike out through line 25, 
and on page 8 strike out all of lines 1,2, and 38 down to the period in line 3. 

Page 8, line 4, strike out “See. 11” and insert “Sec, 8” 

Page S, line 16, strike out the comma and the words “earnings, or receipts”. 

Page S, line 17, strike out the sentence beginning in line 17, and strike out all 
of lines 1 through 19 on page &. 

Page 9, line 20, strike out all of section 12 beginning in line 20 and ending on 
page 10, line 4. 

Page 10, line 5, strike out “Sec. 13° and insert “See, 9" 

Page 10, line 24, strike out the parenthetical clause, 
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Page 11, line 22, strike out all of lines 22, 23, and 24, and on page 12 strike out 
lines 1 through 10. 

Page 12, line 11, strike out “(3)” and insert 

Page 12, line 21, strike out the proviso beginning in line 21 through line 25, 
and on page 13 strike out all of lines 1 through 11. 

Page 13, line 12, strike out all of section 14. 

Page 13, line 17, strike out “See. 15” and insert “Sec, 10”. 

Page 13, line 17, strike out “(1)”, all of lines 18 and 19, and strike out “(2) 


seypepyrr 


(oo) 


in line 20. ; 
Page 14, line 1, strike ont “Sec. 16° and insert “Sec. 11”. 
Pave 14, lines 7 and 8, strike out the words “by an affirmative vote of not less 


than three members” 


Pave 14, line 14, strike out all of section 17 throuch page 19, line 11, 
Page 19, line 12, strike out “See. 1S” and insert “See, 12” 
Page 19, line 17, strike out “S WW’ ond invert “See, 13" 
Page 20, line 2, strike out “by the” and insert “jointly by the Secretary of the 


Treasury and the” . 
Page 20, line 4, before the word “determined” insert the word “so 
Page 20, line 4, insert a period after the word “determined”, strike out the rest 


of the line and strike out all of lines 5 through 25 on page 20, strike out all of 
) 





page 21, and strike out lines 1 through 21 on page 22. 
Page 22, line 22, strike out “Sec. 20" and insert “Sec. 14” 
}, line 1, strike out “See. 21° and insert “Sec, 15" 


Page 23, 
23, line 15, strike out “Sec, 22" and insert “Sec. 18” 


or orgs 
Page 


»* 


[TAX AMENDMENT TO BE ADDED | 


Page 23, insert between lines 14 and 15 new sections to read as follows: 


“See. 16. Section 607 ¢h) of such Act is amended, effective with respect to 
taxable years ending after July 31, 1951, to read as follows: 

“(h) The earnings or cains of any contractor receiving an operating-differen 
tial subsidy under authority of this Act, which are deposited in the contractor's 
reserve funds as provided in this section, shall be treated as follows for Federal 
tax Purposes : 

“(1) Amounts required to be deposited as depreciation in the eapital reserve 
fund shall be deductible in computing income subject to income and excess 
profits taxes 

‘“«2?) The proc eds of any insurance or indemnities received bs the eontractor 
on account of the total loss of subsidized vessel and the proceeds of any sale or 
other disposition of a subsidized vessel, to the extent such proceeds represent 
gain, and earnings or gains on amounts deposited in the capital reserve fund 
fother than atounts transferred from the special reserve fund) shall mot be 
recognized for income or excess profits tax Purposes 

(3) Amounts deposited as depreciation in the capital reserve fund which ex 
ceed the depreciation which would be allowed under the Internal Revenue Code 
(assuining the life expectancy determined under section 6607 (b)) and amounts 
described in paragraph ¢2) which are not recognized for tax pu 
be recognized in the determination of the tax basis of any property in the aequi 
sition, Construction, or reconstruction of which such amounts are expended or in 
the determination of equity capital or total assets for excess profits tax purposes, 

“(4) Earnings deposited in the capital reserve fund, other than the amounts 
described in paragraphs ¢1) and (2), and earnings deposited in the special 
reserve fund shall be treated as ‘partially tax deferred’ Partially tax deferr.d 
earnings shall not be recognized for purposes of the normal tax on corperations, 
but shall be recognized for purposes of the surtax and excess profits tax imposed 
upon corporations. ‘Partially tax deferred’ amounts shall not inclide capital 
gains deposited in the capital reserve fund or the special reserve fund, 

“(9) Amounts treated as ‘partially tax deferred’ under paragraph (4) shall be 
recognized in the determination of the tax basis of any property acquired, con 
structed, or reconstructed therewith and in the determination of equity capital 
or total assets for excess tax purposes as follows: 

“(A) So much of the ‘partially tax deferred’ deposit in any year as would 
be subject, but for paragraph (4), only to the normal tax shall not be recog 
nized in determining basis or in determining equity capital or total assets 
for excess profits purposes, and 

“(B) The amount of the ‘partially tax deferred’ deposit in excess of the 
portion of the deposit described in the preceding subparagraph shall be recog 
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nized in the determination of basis and in the determination of equity capital 
or total assets for excess profits tax purposes in such proportion as the sum 
of the surtax and the excess profits tax attributable to such amount bears to 
the total tax which would have been imposed on such amount but for para- 
eraph (4). 
If ‘partially tax deferred’ amounts are used to reduce indebtedness, proper ad- 
justment shall be made in the basis of the property subject to the indebtedness. 

“(6) In computing the net income of the contractor for incomne and excess 
profits tax purposes— 

“(A) The amount of operating-differential subsidy accrual payable to the 
contractor for any taxable year, including amounts withheld by the Com- 
mission, shall be included in the income of the contractor for such year; 

“(By A deduction shall be allowed for the taxable year in the amount of 
subsidy reimbursement determined by the Commission to be chargeable to 
the contractor for such year; and 

“(C) Any amount previously withheld from subsidy payments to offset 
such reimbursement liability which is released and paid to the contractor 
shall be included in the income of the contractor in the year in which paid. 

“(7) Earnings or gains on deposit in the reserve funds at the termination of 
the contract, or withdrawn from the special reserve fund and paid into the 
contractor's general funds (other than for reimbursement of operating losses as 
provided under section 607 (¢)) or distributed as dividends or bonuses, shall be 
taxable as follows: 

“(A) ‘Partially tax deferred’ amounts shall, in the year of termination 
or withdrawal, be subject to the amount of normal tax which would have 
been imposed but for this section in the year in which such amounts were 
deposited, and 

“(B) Other earnings or gains shall, to the extent not taxable upon de- 
posit in the funds, be taxable, in the year of termination or withdrawal, 
under the tax rates and provisions applicable in the year of deposit. 

Amounts withdrawn from the special reserve fund and used to reimburse the 
contractor's general funds for operating losses under section 607 (c) shall, to the 
extent such amount would not be recognized in the determination of tax basis 
under paragraph (5) or under the provisions of any closing agreement entered 
into between the contractor and the Bureau of Internal Revenue applicable with 
respect to deposits made prior to the first taxable year ending after July 31, 
1951, be included in income of the contractor in the year of withdrawal from the 
fund. 

“(S) Amounts deposited in the capital or special reserve funds shall not 
eonstitute an accumulation of earnings or profits within the meaning of section 
102 of the Internal Revenue Code. 

“(9) In computing the net operating loss deduction of the contractor under 
section 122 of the Internal Revenue Code— 

“(A) The gross income of the contractor for purposes of section 122 (a) 
and the net income of the contractor for purposes of section 122 (b) and (¢) 
shall include amounts treated as ‘partially tax deferred’ under paragraph 
(4); 

“(B) The normal-tax net income of the contractor for purposes of section 
122 (¢) shall be an amount equal to the surtax net income: and 

“(C) The net income of the contractor, for purposes of the computation 
under section 122 (c), shall be increased by the amount of interest on 
obligations of the United States or its instrumentalities described in sec- 
tion 26 (a). 

“(10) The excess profits credit of the contractor shall be determined in ac- 
cordance with the following provisions: 

“(A) The average base period net income of the contractor shall be 
computed by including in excess profits net income determined under 
section 483 (b) of the Internal Revenue Code for any taxable vear the 
amount of earnings (not including capital gains) deposited by the con- 
tractor in the reserve funds in such vear other than: 

“(i) Required deposits of depreciation; 

“(ii) The amount of subsidy reimbursement determined by the Com- 
mission to be chargeable to the contractor for such year; and 

“(iii) Earnings on amounts deposited in the capital reserve fund 
(other than amounts transferred from the special reserve fund), 

“(B) The equity capital of the contractor for purposes of section 487 (c) 
of the Internal Revenue Code and the total assets of the contractor for 
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purposes of sections 435 (e) (3), 440 (b) and 442 (f) of the Internal 
Revenue Code shall be computed by determining, to the extent applicable, 
the adjusted basis of assets of the contractor in accordance with the pro- 
visions of paragraphs (3) and (5) or the provisions of any closing agreement 
entered into by the contractor and the Bureau of Internal Revenue ap- 
plicable with respect to amounts deposited in the reserve funds prior to the 
first taxable year ending after July 31, 1951, and by attributing to amounts 
on deposit in the reserve funds the basis which would be attributed, under 
paragraphs (3) and (5) or under such Closing ugreement, to property 
acquired therewith. 

“(11) For the purposes of this section, amounts withdrawn from the reserve 
funds or expended in accordance with the purposes of such funds shall be con- 
sidered to represent the deposits in such funds in the order of deposit.” 

Section 17. Section 607 (g) of such act is amended by adding at the end 
thereof the following new sentence: “If a voluntary deposit of earnings ap- 
proved by the Commission under this subsection after December 51, 1950, results 
inan overpayment of Federal taxes for any year, interest shall not be allowed on 
such overpayment for any period prior to the date of approval of the deposit 
by the Commission.” 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
July 28, 1951. 
The honorable the SECRETARY OF COMMERCE, 

My Dear Mr. Secrevary: Receipt is acknowledged of your letter of July 16, 
1951, transmitting the views of the Department of Commerce and the Maritime 
Administration on S. 241 which is known as the long-range shipping bill, and 
whie his entitled, “To amend the Merchant Marine Act of 1986, as amended, to 
further premote the development and maintenance of the American merchant 
inarine, and for other purposes.” 

In accordance with instructions received at the time of presentation to the 
President of the report of the Treasury Department, entitled “Scope and Effect 
of Tax Benefits Provided the Maritime Industry,” your views have been com- 
municated to the President and I have been authorized by him to advise you as 
follows: 

1. There is no objection to the transmittal to the Congress, for its considera- 
tion, of such report on S. 241 as you may deem appropriate. However, in the 
light of information set forth in the Treasury study and as a result of subsequent 
conferences thereon, it would appear desirable as a matter of tax policy to effect 
certain adjustments in the tax provisions of the Merchant Marine Act. Specifi- 
cally, the President requests that there be transmitted to the Congress, for its 
consideration, os proposed amendments to S. 241, language which would have 
the following effects: 

(a) Granting full tax deferment benefits on required deposits in the capital 
reserve fund, 

(4) Granting deferment on the normal corporate tax for other deposits of sub- 
sidized operators, without deferment of corporate surtaxes or excess-profits taxes. 

(c) Permitting the construction reserve fund of nonsubsidized operators to 
be extended to cover reconstruction and reconditioning of vessels, and extending 
by Lyear the period within which such funds must be committed without broad- 
ening the tax benefits applicable to these funds. 

Staff of this Bureau and of the Treasury Department would be glad to co- 
operate with you in the preparation of amendments designed to accomplish these 
purposes, 

2. With respect to the other provisions of S. 241, the President concurs in the 
positions taken and the recommendations made in your report. In particular, it 
seems wise to defer at this time, without prejudice, the extension of construction 
subsidies for vessels other than those to be used on essential trade routes. for the 
reasons set forth in your report. Similarly, it appears unnecessary for the 
reasons set forth in your report, to take action at this time on the accelerated 
depreciation provisions of section 17 and a portion of section 19 of the bill, 

lixcept as indicated above, the provisions of S. 241 are without objection and 
enactment of the measure, if amended in accordance with this letter, would be in 

ccord With the program of the President 
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In view of the fact that S. 241 is now pending on the Senate calendar and early 
action on a companion bill may be desired by the House Committee on Merchant 
Marine and Fisheries the President requests that your report this statement of 
his views, and the text of suggested amendments, be transinitted to the appro- 
priate committees at the earliest practicable time. 

There is enclosed for your information, a copy of a letter from the President 
transmitting to the Congress the report of the Secretary of the Treasury referred 
to above. 

Sincerely yours, 

KF. J. Lawton, Director. 
Enclosure: Copy of President’s letter transmitting to Congress report of the 

Secretary of the Treasury. 

[S2d Cong., Ist sess., H. Doc. No. 213] 

COMMUNICATION FROM THE PRESIDENT OF THE UNITED STATES 
TRANSMITTING A REPORT BY THE SECRETARY OF THE TREASURY 
IN CONSULTATION WITH THE SECRETARY OF COMMERCE, RELA- 
TIVE TO THE PREPARATION OF A STUDY OF THE ASSISTANCE TO 
THE UNITED STATES MARITIME INDUSTRY WHICH IS PROVIDED 
THROUGH SPECIAL TAX PROVISIONS OF THE MERCHANT MARINE 
ACT OF 1936 AND THE VARIOUS REVENUE ACTS 


Lerrer FRoM THE PRESIDENT 


THe Wuire Howse, 
Washington, July 31, 1951, 
Hon. Sam Raypurn, 
Speaker of the House of Representatives, 
Washington 25, D.C. 

My Dear Mr. Speaker: On January 19, 1951, I requested the Secretary of the 
Treasury, in consultation with the Secretary of Commerce, to prepare a study 
of the assistance to the United States maritime industry which is provided 
through special tax provisions of the Merchant Marine Act of 1936 and the 
various revenue acts. In response to my request, the Secretary of the Treasury 
transmitted his report to me on March 8, 1951. Copies of this report, together 
with the letter of transmittal from the Secretary of the Treasury, are attached. 
I recommend that the report be referred to the appropriate committees of the 
Congress for consideration. 

The importance of maintaining a healthy maritime industry in the United 
States has been clearly demonstrated in recent years. To assure this objec- 
tive, the Merchant Marine Act of 1936 authorizes various forms of Federal 
assistance for this industry. Although direct operating and construction sub- 
sidies were intended to provide the primary method of assistance under that 
act, the less-direct assistance of tax benefits has become increasingly important 
as a result of higher tax rates since 1936. 

The Treasury study raises a number of objections to the use of tax benefits 
ws a means of providing financial assistance to this industry. It takes the view 
that these benefits conflict with sound over-all tax policy, and that their amount 
and their distribution among individual Companies do not necessarily coincide 
with the needs of the industry for financial aid. Furthermore, because of the 
complexity of our internal revenue statutes, the tax assistance to the maritime 
industry is so diflieult to calculate that it has become, in effect a hidden subsidy. 

I agree in principle with the basic cConelusion of the Treasury study that 
tax benefits do not represent the most suitable means for providing necessary 
assistance to our merchant murine. However, if these benetits are to be com- 
pletely eliminated, careful consideration will have to be given to the possible 
effects of such action on our maritime industry, and to the development of 
alternative forms of assistance that might be necessary to assure the mainte- 
nance of an adequate merchant fleet. IT am sure that the Congress will wish 
to consider these questions carefully in the light of the Treasury study and 
the views of the Department of Commerce and other interested agencies. 
A copy of the report of the Secretary of Commerce is attached. 
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In the meantime, I believe that immediate action should be taken to curtail 
somewhat the level of the tax benefits that are now available to the shipping 
industry. Whether or not it eventually appears desirable to retain some form 
of tax benefits for the merchant marine, it is inequitable to continue sparing 
portions of this industry almost completely from the heavy tax burden which 
the Nation as a whole must now sustain. The Treasury study demonstates 
that the benefits realized under the 1936 act have been very liberal. la my 
judgment, they are greater than would be required to encourage ship operators 
to set aside adequate funds for vessel replacement and improvement. Accord- 
inzly, I have requested the Secretary of Commerce to present to the Senate 
Committee on Interstate and Foreign Commerce and to the House Committee 
on Merchant Marine and Fisheries, proposed legislation which would limit 
somewhat the extent of existing maritime tax benefits. 

These proposed adjustments in tax benefits would be a first step in the 
direction of eliminating hidden subsidies to the maritime industry, and one 
which can be taken without impairing the kind and degree of assistance needed 
under presently foreseeable conditions. I also believe that the proposed ad- 
justments would be consistent with the scope of assistance which was con- 
templated when the tax provisions of the Merchant Marine Act were originally 
enacted. With these adjustments, the tax benefits would still provide ample 
incentives, particularly when taken together with other benefits under the 
Merchant Marine Act, to assure the sound promotion of the maritime industry 
as required for this Nation’s defense and commerce. 

Because of the relationship of these proposed tax adjustments to certain 
provisions of the so-called long range shipping bill—S. 241 and H. R. 4729— 
they are being presented to the Congress in the form of suggested amendments 
to that legislation. I recommend that the Congress give prompt and favorable 
consideration to that bill, amended in accordance with the suggestions pre- 
sented by the Secretary of Commerce. 

Sincerely yours, 
Harry S. Truman, 


LETTER OF TRANSMITTAI 


THE SECRETARY OF THE TREASURY, 
Washington, March 8, 7971. 
The PRESIDENT, 
The White House. 

My Dear Mr. Presipentr: In accordance with your request, I am enclosing a 
study of the scope and effects of tax benefits provided the maritime industry 
under the Merchant Marine Act, 1936. 

The principal tax benefits received by the maritime industry stem from an 
exemption from Federal income and excess profits taxes granted to protits 
placed in certain reserve funds to be used for replacement and other purposes, 
During the first 12 years of the operation of this provision ending December 31, 
1949, the 12 subsidized operators receiving these benefits realized estimated tax 
savings of $123.1 million. This is equivalent to almost 25 percent of their profits 
during the pericd. 

These tax benefits are far in excess of the amounts envisaged by the Con- 
gress when it enacted this legislation in 1956. Their value has multiplied as a 
result of unexpected increases in the level of shipping profits and corporation 
tax rates. In 19386, the shipping industry was faced with serious financial 
problems growing out of the depression of the 1950's. Since then, as a result of 
the wartime and postwar expansion of trade, and the several forins of Govern 
ment assistance, shipping colupanies have enjoyed profits comparable with those 
of industry generally, and the financial position of the merchant marine has been 
greatly strengthened, 

Our experience with the merchant marine illustrates the undesirability of 
indirect subsidies concealed in the tax system such as section GOT ¢h) of the 
Merchant Marine Act of 1986. Once established in the revenue laws, they tend 
to become permanent even though the economic conditions leading to their adeop 
tion have changed. It is iny view that any Government assistance which is 
deemed to be necessary and desirable to insure the existence of a strong merchant 
marine should be granted in the form of direct Government subsidies so that the 
public can count the costs and evaluate the benefits. 
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This study was prepared in consultation with the Department of Commerce, 
but the Secretary of Commerce may desire to express his views to you separately. 
Faithfully yours, 
Kk. H. Forey, 
Acting Secretary of the Treasury. 





LETTER OF SUBMITTAL 


THE SECRETARY OF COMMERCE, 
Washington 25, July 30, 1951. 
The PRESIDENT, 
The White House. 

My Dear Mr. Presipenr: There is submitted herewith a memorandum of 
comment (attachment A) on the study entitled “Scope and Effect of Tax Benefits 
Provided the Maritime Industry” submitted March 8, 1951, by the Secretary of 
the Treasury. It is my understanding that you wished a memorandum of com- 
ment on that study in order that a well-rounded analysis of the problems involved 
would be available for the Congress in any study of the tax benefits in connection 
with the merchant marine industry which might be undertaken. 

The Federal Maritime Board and Maritime Administration assisted in supply- 
ing factual material used by the Treasury in the preparation of the study. This 
Department accepts the study as an accurate presentation of the scope and 
general effect of the tax provisions of the 1936 act subject to certain qualifications 
set forth in attachment A and herein. 

The development and maintenance of a vigorous merchant marine is of great 
importance to the Nation. The shipping industry presents special problems 
and peculiarities which merit consideration in any appraisal of its economic or 
tax status. The merchant marine faces world-wide competition and yet must 
conduct its business on the domestic scale of wages and the domestic costs of 
most of its supplies and services. The ships of the American merchant marine 
are basically manned with United States citizens with collective bargaining 
rights and other benefits. They have and should continue to enjoy American 
standards of living for themselves aboard ship and for their dependents ashore. 
We require furthermore American standards of ship operation. The subsidized 
lines have contractual obligations with the Government to carry out a specified 
program in accordance with national objectives and directives of the Merchant 
Marine Act, 1936. 

The Treasury tax study predicates its conclusion upon a broad policy that 
special tax benefits should not be used to provide benefits to a particular industry, 
and recommends in effect that the tax provisions of the 1936 act be terminated 
and that, if an alternative equivalent aid is needed, some form of direct subsidy 
be substituted. There thus exists an issue of policy as to the continuance or 
terinination of the special tax provisions of the 1936 act (see p. 3 and p. 6 of the 
Treasury study), and in addition the issue of policy raised by the pending pro- 
posals to amend the 1936 act to extend and broaden the 1936 act tax benefits to 
additional segments of the shipping industry. The issues are important to the 
future of the American merchant marine and it is desirable that the conclusions 
by the Treasury Department in its tax study be carefully considered in relation 
to the objectives of the 1936 act. 

The position of the Treasury Department as understood from conferences 
with representatives of this Department may be summarized as follows: That 
tax benefits are not the most effective method of assisting the development of the 
merchant marine, that tax subsidy is inequitable, and that the tax savings vary 
between companies with the major benefit going to the more profitable firms and 
the lesser benefits to the less profitable firms. The Treasury further contends 
that preferential tax features for particular industries produce inequities, clutter 
up the tax system, and invite further extensions with further reductions in 
determinable revenues to the Government. 

The question still remains, however, whether the inherent defects of the tax 
benefit method outweigh the practical advantages of relatively permanent aid 
provisions involving no direct appropriation of funds as contrasted with the 
difficulties and uncertainties of annual requests for direct financial aid to the 
shipping industry requiring recurring specific congressional approval. 

In weighing the conclusions of the Treasury tax study and attempting to re- 
solve the apparent conflict between the ideal tax policy advocated by the Treasury 
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Department and the objectives of maritime policy defined in the statutes, most 
eareful consideration and proper weight should be given to the historical back 
ground, the distinction between tax deferment and tax exemption, the value of 
the maritime industry to the Nation, the ship replacement problems facing the 
merchant marine, the availability of other funds in the capital markets, distinc- 
tion between subsidized and nonsubsidized lines, the nature and effectiveness of 
the suggested Treasury alternatives as an aid to shipbuilding. A detailed exami 
nation of these matters is made in attachment A. Particular attention is invited 
to the following points which are there considered in detail: 

1. The tax benefits under the 1936 act have been reduced from tax exemption 
to tax deferment by a Closing agreement made in 1947 under which the United 
States Treasury may in the future recoup deferred taxes and receive tax reve 
nues by reason of smaller depreciation deductions from income through the 
reduced capital base of the vessels. 

2. The Treasury tigures respecting the shipping industry show the great finan 
cial development of that industry under the 1986 act during 1939 to 1950. Over 
$560,000,000 was invested in new ships in the years 19388 to 1949 by the subsidized 
and nonsubsidized lines with funds deposited in section 607 und section 511 
reserves. No one can say what the situation would have been without the tax 
benelits under the 1936 act. 

3. The merchant marine industry is one of a cyclical character with great ups 
and downs in revenues. The ships in which its business is done have high unit 
values, are expensive to maintain in distress periods and have greatly increased 
and rising replacement costs. The companies are facing shortages of certain 
types of ships, as well as a block obsolence of their fleets. They are competing 
with foreign lines having special tax concessions from their governments extend- 
ing beyond those available to the American industry. It would seem dangerous 
in the national interest in the present very critical world situation to force that 
industry to face the uncertain future under a materially altered plan of Gov- 
ernment aid. 

4. The future policy in respect of the merchant marine cannot soundly be 
predicated upon continuance of current unusual conditions which with a heavy 
demand and a shortage of ships makes for increased profits of operation. In 
1949 and continuing up to the time of the Korean crises there was a definite 
recession in the shipping industry which if continued would have completely 
changed the present income situation of the industry. 

5. There is no ground for assurance or even for assuming that an adequate 
flow of private capital into the industry for replacements and for necessary 
additional competitive units can be maintained without some such benefits as 
the tax provision in operation. 

6. The Treasury Department contention in its study that the tax benefits are 
accidental and uncontrollable in their impact, and that they tend to give advan- 
age to the more prosperous companies, overlooks the circumstances that the more 
successful the operation of the subsidized lines the more effective is the operation 
of the 1936 act and the lower the net cost of the direct operating subsidy through 
recapture out of profits. In practical operation the tax incentives do function 
effectively in relation to the existing system of subsidy. They are reflected in 
effective shipping services, profitable operations, and the plowing back of profits 
into new ships. 

7. Tax adjustments and concessions under our Federal tax laws are not 
restricted to the shipping industry. They are extended to other segments of 
industry as appears from the Treasury report itself. 

Sincerely yours, 
THOMAS W. S. Davis, 
Acting Secretary of Commerce. 
Attachment. 
[Attachment A] 


MEMORANDUM rE TREASURY DEPARTMENT Strupy—Tax Benerirs Provipep 
ManitimMe INDUSTRY 


The conclusions contained in the report of the Treasury Department on the 
Scope and Effects of Tax Benefits Provided the Maritime Industry raise issues 
of policy which can and shonld be resolved. The Department of Commerce, 
through the Maritime Administration and the Federal Maritime Board, is re- 
quired by the statutes to give effect to that object of national policy that seeks 
an American-flag merchant fleet adequate to our military and commercial needs. 
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Maritime policy, however, is but one aspect of over-all national policy and as such 
it must fit reasonably and in proper perspective in the broader picture. 

The same thing seems true of our fiscal and tax policies. In this field the 
ultimate national objectives are not defined in the statutes as is the case with 
maritime policy but, even so, the principle of a finely balanced revenue system 
in which inequality is completely eliminated, such as is advocated in the 
Treasury report, is an ideal that should have serious consideration, But this 
ideal must also be in proper perspective in relation to national policy as a whole 
and experience shows that not infrequently has the attainment of other na- 
tional objectives been accomplished through measures that seem to conflict 
with the ideal. 

This report is devoted to the apparent conflict between the ideal advocated 
by the Treasury and the objectives of maritime policy defined in the statutes. 
The issues involved appear to have an important significance to the future of 
the American merchant marine and it is the conviction of the Department of 
Commerce that until these issues are resolved, efforts to maintain a merchant 
marine adequate to our military and commercial requirements will be impeded 
by the confusion and indecision resulting from the unresolved problem. The 
decisions that are necessary should be made at the highest level so as to clarify 
and unify the Government’s policy in this respect. 

The Department of Commerce is charged with the administration of the 
Merchant Marine Act, 1936, and in carrying out its duties it must be and is 
guided by the over-all statement of Government policy therein contained. It is, 
therefore, the objective of that Department to foster the development and main- 
tenance of a privately owned merchant marine adequate to our military and com- 
mercial requirements. When accomplishments and progress are measured in 
relation to the statutory obpectives, it seems necessary to conclude that the 
1936 act has worked well and that the tax features under study have been an 
important factor in strengthening the subsidized portion of the merchant marine. 
This conclusion seems firmly established by the figures set forth in the Treasury 
report. 

On the other hand, there is no question but that the tax features contained in 
the 1936 act conflict with the taxation principles advocated by the Department 
of the Treasury. The important issue of policy facing the Government may, 
therefore, be summarized as follows: 

Do the tax principles advocated by the Treasury require abandonment or 
adjustment of the tax benefits provided in the Merchant Marine Act, 19367 

In the present atmosphere of world politics it seems unnecessary to argue at 
length the wisdom, in fact the vital essentiality, of having an active American- 
flax merchant fleet large enough to meet military requirements. Experience in 
two world wars, one of them since passage of the 1936 act, has fully demonstrated 
the vital role of a strong and vigorous merchant marine in national defense. 
Furthermore, our current foreign policy, placing as it does our defense perim- 
eter on the further side of two great oceans, makes the role of the merchant 
marine more vital than ever, 


HISTORICAL BACKGROUND 


The Maritime Administration in the Department of Commerce cooperated 
in assembling much of the factual material on which the Treasury report is 
based. There is no serious criticism of the facts and tigures presented and, with 
possible exception of the amount of so-called tux savings, they appear to give 
a reasonably accurate picture of the extent to which the tax features of the 
136 act have helped to strengthen the portion of the fleet operated by the 
subsidized Companies; there is attached, as exhibit A, a memorandum which 
indicates that the calculated “tax savings” may be considerably less than the 
amount caleulated by the Treasury Department. Similarly the report clearly 
points out that subsidized and unsubsidized companies have different tax treat- 
ment under the statute. 

The Treasury report contains an excellent description of the subsidy provisions 
of the 1936 act and of the substantive provisions relating to deposits and with- 
drawals from the sections 511 and 607 statutory funds. It does seem, however, 
that the purpose of the subsidy system is broader than it was stated to be and 
that its purpose is not limited simply to insuring “regular and continuous serv- 
ice by a United States flag operator on trade routes declared essential.” That 
Was one of the purposes but no doubt the most important one was to provide ships 
for defense, 
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Tax deferment 

The legislative history of the 1926 act clearly sets forth that the concept of 
Congress,in enacting this law was to provide the subsidized American merchant 
marine with reasonable parity with its foreign competition. 

(a) Equality of opportunity to purchase vessels at foreign construction 
costs; 

(b) Equalization of American vessel operating costs to those of foreign 
competitors ; and 

(c) Some comparable treatinent with respect to taxes, 

The payment of operating and construction subsidies has been carefully 
explored by various committees of Congress and by the executive branch of the 
Government during recent years, and the continued need therefor is thoroughly 
understood, 

There are equally valid reasons for providing the merchant marine with some 
means of meeting foreign competition which in many countries is supported by 
special tax benefits 

There is no gauinsuving the fact that the subsidized lines have been afforded 
tax exelnptions and that these tax benefits have contributed to the presently 
improved financial status of the industry. 

However, these tax ecemptions are now a matter of historical interest only. 
During 1947 all of the subsidized lines and the Treasury Department voluntarily 
entered into a closing agreement which effective with the resumption of postwar 
subsidized operations, substituted a form of “tax deferment” for tax exemptior 
Distinction beticce far deferment and tax exe moption 

The Treasury Department, during the course of negotiating this closing agree- 
ment with the subsidized lines, insisted that “tax deferment” take the place of 
tax exemption. After effecting this change it does not seem rensonable for the 
Treasury te now say that the benefits are substantially the same 

Further, the allegation that “tax deferment” is tantamount to tax exemption 
Is not new, 

This question has heen repeatedly investigated by interested conimittees of 
Congress, The House Committee on Merchant Marine and Fisheries, including 
the so-called Jackson subcommittee, in 1946, has heard much testimony on this 
subject im recent) \Vears The se-called 1947 closing agreement between the 
cperaters and the Treasury Was net only approved by the Secretary of the 
Treasury, but by the Jackson subcommittee and reviewed by the House Ways and 
Means Committee, as well as the Senate Finance Committes ‘he principle of 

tax deferment” set forth in such closing agreement, therefore, not only had the 
approval of the Treasury but also of the principal legislative committees having 
jurisdiction over this subject 

More recently, during the spring of 1950, the so-called Magnuson subcommittee 
of the Senate, in the course of a series of hearings, extending over many months, 
heard extensive testimony on this subject. During the course of these hearings, 
a sitnilar allegation by the Comptroller General of the United States was tho 

ouchiv investigated and rejected by this subcommittee 

The final report of the Magnuson Subcommittee on Interstate and Foreign 
Commerce, United States Senate. states with respect to this point ( (pp. 19-20) 
as follows: 

“Criticisin has been laid at the feet of the subsidized operators for the tax 
deferments allowed them under the 19836 Merchant Marine Act. These defer- 
ments are allowed on funds which are deposited in statutory reserve funds and 
are set aside for construction of new vessels, or for payment of mortgage obliga- 
tions, repayment of subsidy under the so-called recapture provisions or for the 
other purposes specifically authorized by the 1936 act. These tax-deferred funds 
held by subsidized operators on October 31, 1949, totaled $42,486,663, $17,000,000 
of which represents tax deferment, If they are not used for any of these specific 
purposes or if withdrawn from the reserve funds on termination or otherwise, 
they pay the tax when they are se diverted. Naturally, the tax deferments are 
eventually returned to the Treasury in one form or another. It is not reasonable 
to assert that tax deferment is tantamount to tax exemption If tax-deferred 
funds are used for a new ship, that ship becomes a productive unit which, if 
prosperous, returns corporation taxes and income taxes from its owners. If the 





1Final report of the Committee on Interstate and Foreign Commerce, U. S. Senate, 81st 
Cong., 2d sess.. pursuant to S. Res. 50, a resolution authorizing the Committee on Interstate 
and Foreign Commerce to investigate problems relating to the United States merchant 
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funds are not used as proposed, they cease being under tax deferment, and the tax 
becomes due and payable to the Treasury.” 

And further (p. 49) that “The subcommittee believes that the principle of tax 
deferment as applied to shipping is sound. In the light of the closing agreement 
substituting deferment for exemption there does not appear to be any urgency 
in recommending a change in the law. However, the Secretary of Commerce 
and the Maritime Administrator are requested to study the problem fully and 
submit recommendations to Congress relative to the necessity of clarifying legis- 
lation relating to tax status of deposits in the reserve funds. Inasmuch as 
American shipping is in competition with foreign shipping, it appears advisable 
to consider the tax policies of other principal maritime powers.” 

If further congressional affirmation of this principle be needed, it will be 
found in the legislative history of the so-called long-range shipping bill which 
proposes to extend tax-deferment io the non-subsidized lines. In the Eighty-first 
Congress both the House and Senate Merchant Marine Committees reported 
favorably on this bill, unanimously in one case and by an overwhelming majority 
in the other. 

As the hearings before this committee will indicate, consideration was given 
to the extent of tax benefits afforded to competing foreign-flag steamship lines 
and this consideration contributed to the foregoing conclusions. 

A memorandum outlining certain of the tax benefits afforded the maritime 
interests of the principal maritime powers is attached as exhibit B. 

Most leading maritime nations afford their shipping companies two forms 
of tax assistance: 

(a) Some type of accelerated depreciation, and 
(b) The privilege of depositing substantial portions of their earnings in 
replacement funds on a tax exempt basis. 

The framers of the 19836 act, and subsequent Congresses, have wisely recog- 
nized that in such an economic environment, and when faced with the competi- 
tion of foreign shipping companies enjoying tax benefits of this nature, the 
American merchant marine should be afforded some reasonable means of attain- 
ing equality of competitive opportunity. 


VALUE OF TAX DEFERMENT TO THE NATION 


The figures reported by the Treasury seem in themselves to be a powerful 
demonstration of the results achieved under the 1936 act, particularly for the 
subsidized portion of the industry. The tables show that the subsidized lines 
were able to invest a total of $345 million in ships from the inception of the law 
through December 31, 1949, substantially all of it from the capital and special 
reserve funds established under section 607, At that time these companies had 
remaining in these funds approximately $76 million available for additional ship 
purchases (p. 15). 

The unsubsidized companies did not fare as well since they had no tax incentive 
to deposit earnings in the construction reserve funds authorized under section 511 
and their funds were made up of proceeds from vessel sales or losses. Even so 


these companies in the same period invested $222.6 million in ships and had 
balances totaling $23.6 million remaining. The total amount withdrawn from 


the section 607 and section 511 funds and invested in ships during the period was 
$567.6 million, a very sizable sum for the industry. 

A thorough analysis of the financial development of the shipping industry 
since passage of the 1956 act begins at page 25 of the Treasury report. Here 
again is shown another measure of the increasing strength of the American mer- 
chant marine under that statute. Its net worth increased from $407.6 million 
on December 31, 1937, to $974.8 million on December 31, 1948, an increase of 
almost 140 percent. As the report points out (p. 27), the increase of net worth 
for the subsidized companies during the period was from $57.6 million to $364.8 
million, a more than sixfold gain. The net worth of the unsubsidized companies, 
however, rose only about two-thirds, from $352.2 million to $585.0 million. The 
substantially greater growth of the subsidized companies is an impressive demon- 
stration of the stimulating effect of the tax benefits of section GO7 toward accom- 
plishment of the objectives of the statute. 

In this connection certain circumstances peculiar to the shipping industry 
deserve attention. A substantial portion of the increase in net worth of the 
shipping industry, and particularly of the unsubsidized portion thereof resulted 
from private sales, from Government requisition and from insurance proceeds 
from vessel losses occasioned by enemy action. Vessels having a comparatively 
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low basis were either sold, seized, or lost and the proceeds whether received from 
private purchasers or as just compensation or as insurance indemnity, to a large 
extent represented gain that automatically increased net worth. Thus in the 
shipping industry, unlike the railroads and manufacturing that the Treasury 
report uses as a basis of comparison but which were not generally subject to 
requisition or enemy attack, there was an involuntary factor that increased its 
net worth. This circumstance is given no emphasis in the report and is brenght 
out here because it seems to add further light to the facts and figures presented 
by the Treasury Department. 


REPLACEMENT PROBLEMS FACING THE MERCIIANT MARINE 


Furthermore, just as was the cause in the middle thirties when the 1956 act was 
being considered, today’s fleet faces “block obsolescence” unless something is done 
about it. The magnitude of the problem is illustrated by the fact that in Feb 
ruary 1951 the Maritime Administration entered into contracts with five domestic 
shipyards to build a total of 25 mariner-type vessels (C4-S1A) at a cost some 
what in excess of $200 million. This approximates 8640 per deadweight ton, a 
figure that may be increased as a result of escalation and design chaflges before 
the ships are completed and delivered. The important point is that the cost of 
$640 per deadweight ton is more than six times greater than the price paid by 
both American and foreign owners under the Ship Sales Act for vessels of similar 
size, 

Construction subsidies will reduce somewhat the ultimate cost of replacement 
ships for the subsidized companies. But since the subsidies are limited to a 
maximum of 50 percent, the cost will be more than three times the amounts paid 
by them for existing ships that are comparable in terms of cargo capacity. The 
unsubsidized companies which presently have not vet been extended the benefits 
of tax deferment will face the prospect of paying more than six times what their 
present ships cost in the event they do not elect or are not eligible to purchase 
their vessels with construction subsidy. 

The Treasury figures show that the subsidized companies had a combined 
balance in their section 607 funds on December 31, 1949, of ST5.S8 million (p. 15b) 
and that the unsubsidized companies had about $23.6 million on June 30, 1950 
(p. 17). In other words these funds were only sufficient to pay for about half 
of the 25 ships being constructed for the Maritime Administration. 

That situation presents a very real problem because it seems clear that ship 
owners, Whether they are subsidized or unsubsidized, cannot look to their de 
preciation accounts for replacement capital. New ships promise to cost aut least 
three times the old ones, and perhaps more if costs continue to rise. While other 
industries are faced with similar difficulties, shipping companies are required 
hy law to replace their ships within a 20-year period. 


AVAILAB LITY OF CAPITAL MARKETS 


The developmeuts of the snorkle-type submarine, the expected emphasis to be 
laid on long-range bomber patrols by the enemy, and other developments in war 
fare, tend to minimize the future importance of Liberty-type vessels as a major 
factor in the national defense set-up. Increasing emphasis is being placed in our 
planning on the development of high-speed, flevible-ty;e merchant vessels, capable 
of runnine without convey and having certain inherent defense features. Con 
siderable progress mnust be made in this direction before the Nation will attain 
a position of reasonable security in this respect Future technical developments 
nay additionally increase the unit cost of our new merchant fleet. 

We believe that some degree of tax deferment provides a reasonable, legitimate 
means of inducing the shipping industry to conseyve its earnings so that private 
capital may properly contribute its share to this effort. 

The Treasury report suggests resorting to the capital markets for replacement 
funds. jut in view of the erratic nature of shipping earnings, characterized by 
sustained periods of depressed earnings or losses alternating with what have been 
high earnings only in periods of political or economic crises, it does not seem 
ikely that this source could be relied upon to supply capital either in sufficient 
quantity or on reasonable terms. In any event, it is clear that in the past the 

equisition of American-flag ships has only rarely been financed in the private 
capital markets 

No one can say with certainty, or even estimate with any degree of accuracy, 
What the investment in shipping would have been without the tax incentives that 
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have been offered to such investment under the 1936 act. The act was in effect 
and the fact is that most of the millions invested in ships since the war came from 
the section 607 and section 511 funds. It seems unlikely that anywhere near 
the same amount of capital would liaave been invested in American-flag shipping 
without tax incentives. 


DISTINCTION BETWEEN SUBSIDIZED AND NONSUBSIDIZED LINES 


One ground of opposition by the Treasury Department to the tax provisions 
of the 1986 act is the fact that they distinguish between subsidized and unsubsi- 
dized companies, The extent of the discrimination is clearly brought forth in 
the figures cited in table 4 (pp. 18a and b) and in the text (pp. 23-24). It is 
generally recognized that this situation exists. It is believed that this issue 
should be squarely faced and that the situation should be corrected. It is be- 
lieved that an extension of some tax incentives to nonsubsidized operators would 
result in more complete achievement of the objectives of national policy set forth 
in the 1936 act. 

There are obviously two remedies for the preferential tax treatment in favor 
of subsidiged shipping companies as compared with unsubsidized companies. 
One remedy, which the Treasury report apparently advocates, would be to repeal 
section 607 of the 1956 act, and take away from the subsidized companies the tax 
benefits that have contributed so much in strengthening the merchant marine. 

As above indicated, in these times of critical tension in international relations, 
When the merchant marine must serve both as an instrument of defense and of 
foreign policy, it would appear dangerous to withdraw these tax benefits or in 
centives from shipping and to run the risk of precipitating a disastrous decline 
in our maritime strength just when it is needed most. 

The alternative remedy for the present unequal tax treatment of subsidized 
and unsubsidized shipping companies would be to extend to the unsubsidized 
companies substantially the same tax benefits as are now available to the subsi- 
dized lines. That was, to a degree, the solution proposed in the so-called long- 
range shipping bill. The Government, with due regard to its responsibilities 
under the 1936 act, and with the needs of our national defense in mind, should 
consider this alternative in lieu of that suggested by the Treasury report 


EXAMINATION OF TREASURY ALTERNATIVES 


Substitution of direct subsidics 

The Treasury Department, in the conclusions to its report, suggests that the 
objective of assuring an adequate flow of capital into ship replacements, sought 
to be achieved through the tax incentives offered by the 1956 act, might be ob- 
tained by direct subsidies. No specific or affirmative proposal is advanced. One 
of the points made in this connection is that the existing tax privileges tend to 
benetit most the prosperous lines earning the highest profits, and benefit least the 
lines which have low earnings but which might be most in need of capital for 
ship replacements. This is another way of saying that the tax benefits to subsi 
dized companies are largest to those of the subsidized companies which are the 
most efficiently operated and most aggressively managed conmipanies, since they 
place themselves in a position to gain most by depositing earnings in the reserve 
funds. Sut it is also true that the most successful subsidized companies receive 
the smallest direct net subsidy, since due to the success of their operations all 
or substantially all their operating subsidy is recaptured 

Congress undoubtedly intended exactly that result when if wrote these pro- 
visions into the law, since the best and surest methods of developing and 
maintaining a strong American merchant marine would be to encourage through 
incentives the most efficient companies in the tield. To base the benetits, not 
on the specifie operator’s record of efficiency in operation but on his need for 
ship replacement capital, which is in effect to reverse the yardstick and give 
the most to the least efficient, would in effect penalize efficiency in shipping 
operations and reward inefficiency. Its ultimate result inevitably would be to 
weaken our merchant marine, not strengthen it. 

There would be another difficulty in the proposal of relying upon a direct 
subsidy rather than a tax incentive to plow back earnings. The determination 
of what companies would be entitled to such benefits and how much, inevitably 
would be an administrative function, subject to considerable degree to the 
judgment of individual persons in the reponsible Government agency. Past 
experience with determinations, and later review of determinations, of operat- 
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ing and construction subsidy awards indicates how widely individual judgments 
can Vary in such a situation. 

Further under such a proposal the cost to the Government would probably be 
greater. 

From these considerations, it is our view that the tax incentive method of 
encouraging the plowing back of profits and gains into new ships, which work 
automatically, is much preferable and fits much better into the American enter- 
prise system. 

POSSIBLE OVERACCU MULATION OF DEPOSITS 


The Treasury report seems to fear that excessive amounts will be or have 
been deposited in the tax-deferred funds. But since the use of such funds is 
limited by the statute to purposes that are beneficial to the merchant marine 
and since they cannot be withdrawn, except upon payment of tax, for any other 
purpose, that fear seems to be groundless unless it is based upon the possibility 
that we build too many ships. 

Under certain conditions tax deferment may actually result in a future tax 
disability to the shipowner. For example, the Treasury Department, on page 
IS (a) of its memorandum, has indicated that a “tax saving” of approximately 
$28,800,000 (which more properly should be characterized as a tax deferment), 
has been realized on deposits of tax-deferred earnings of the subsidized lines 
(M47 to THD), aggregating S62,S00,000 The tax deferment of S25,S00,000 
has been computed by applying the then current income tax rate of SS percent 
to the deposits of tax-deferred earnings. Any cash withdrawals of such deposits 
during 1951 or subsequent vears will be taxed at not less than an assumed 50 
percent rate, making a total tax cost to the operators of approximately $51,- 
400,000, clearly creating an additional tax liability of not less than $7,600,000, 

Under these or similar circumstances, which micht follow the termination 
of particular agreements, it is entirely conceivable that the shipowners may be 
substantially penalized by reason of their compliance and cooperation with 
the maritime policy of the United States. 

Taz incentive as an instrument of national policy 

While we have no quarrel with the Treasury’s position opposing the extension 
of special tax benefits to particular groups, we cannot forbear pointing ont 
that this policy is often honored in the breach. For example there ure the 
depletion allowances in case of ores and minerals, deposits of sand, gravel, clay, 
etc. 

The Revenue Act of 1950, enacted only a few months age, is an example of 
the use of tax incentives to achieve other policy objectives of Government 
To encourage expansion of essential industries, an incentive in the forin of a 
5-year amortization of such facilities, a tax benefit far greater than any in the 
1936 act, is offered. Even though effort is being made to contine the rapid 
write-off to facilities having no postemergeney value, it is unlikely that this 
objective can be wholly achieved. While the law is applicable to shipping, in 
view of the possible postemergency value of vessels, shipping companies have 
not benefited as much as other industries. During World War II, for example, 
the railroads were able to write off during 5 years of high war and pos war 
earnings over a billion dollars of capital investment. Our customs duties 
are another example of revenue laws which do not apply equally to all in 
dustries. Some industries are given maximum protection, while others receiv 
less or none at all. 

Tax deferment as an aid to shipbuilding 

Another consideration that seems important in connection with the funda 
mental policy question at issue is the situation in the shipyards where the 
ability, in normal times, to exist as efficient, going concerns depends upon the 
ability of the shipping industry to buy ships. Construction subsidies and tax 
incentives have stimulated some building for subsidized operation but there 
has been very little construction undertaken for unsubsidized companies who 
apparently lack the necessary incentives. The result has been that when an 
emergency arises and ships have to be built in the national interest. the full 
cost falls on the Government. 

The tax incentives and construction subsidies available under the 1026 act 
have led to shipbuilding for the subsidized companies. An extension of the tax 
incentives to nonsubsidized companies should not only stimulate additional ship 
building, but it should also induce private capital into this activity, 
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CONCLUSION 


If it were possible to ignore the problem of ship replacement at inflated cost 
levels and the possible expansion of our merchant fleet, we might ugree with the 
Department of the Treasury that the shipping companies are in sound financial 
condition. 

Before Korea, however, shipping profits fell and many ships were idle. How 
long the present critical world situation will sustain an abnormal level of ship- 
ping earnings it is diflicult, if not impossible, to foretell. Dut it seems clear in 
any event that the earnings of the industry have not reached a nhormal plateau 
where they may be expected to remain. The Treasury report seems to assume 
that the contrary is true and that policy for the future can safely be predicated 
on What happened during the war years and immediate postwar vears. We 
consider this approach to be unsound. 

Upon careful consideration of the Treasury report, and after weighing the 
ndditional factors referred to herein, it is our considered judgment (a) that the 
tax principles advocated by the Department of the Treasury are not of such over- 
riding importance as to require repeal of the tac incentives contained in the 
Merchant Marine Act, 1986, and ¢()) that the national interest in the merehant 
marine can and should be furthered by extending such incentives to unsubsi- 
dized American-flag shipowners. 

Exuipir A 
SUMMARY OF THE RESULTS oF TAX EXEMPTION AND TAX DEFERMENT 


The calculation of estimated tax savings for the vears 1938S 19 amounting to 
$123,087,500 is overstated (see table 4, p. 1S-b, of the Treasury report). 

These figures purport to measure accurately a very complex, difficult situation. 

These so-called “tax savings,” as shown by Treasury may be more properly 
suimmarized as follows: 


(a) Approximate tax abatement on “tax-exempt” deposits S99, 250, O00 
(b) Approximate tax deferment on “tax-deferred” deposits 25, 837, 500 
Total — 123, OST, 500 


With respect to the “tax-exempt” deposits, the Magnuson commnittee, in its 
report under Senate Resolution No, 50, stated: * 

“A final financial consideration concerning the subsid’zed lines has been the 
tax exemptions during prewar Years as a result of statutory provisions. Such 
privileges were not reinstated after the war but were supplanted by an agreement 
between the operators and the Treasury Department which replaced deferment 
for what had previously amounted to exemption. Although any analysis of the 
benefits of exemption from taxation which the operators got prewar is historical, 
it should be included here for purposes of rounding out the discussion. The total 
of deposits in the reserve funds as submitted by certified public accountants from 
the records of the subsidized lines for the period ended December 51, 1948, 
amounted to about $180,000,000 of ordinary earnings and about “70,000,000 of 
capital gains. The gross amount of the tax relief on the above is stated to be 
between $75,000,000 and $90,000,000 for the ordinary earnines and less than 
$17,500,000 for capital gains. It is further pointed out, with sound logic, that 
the gross tax relief is not the net abatement of taxes, because if the subsidized 
lines had not taken advantage of the privileges accorded them under the 1936 
aet they undoubtedly would have availed themselves of alternative tax savings 
provisions of the Internal Revenue Code. A few of such alternative provisions 
are: Section 124, war facilities amortization; section 112 (f), nonrecognition of 
income from involuntary conversion of assets, including ships; sections 721 and 
722. relief from excess-profits taxation, particularly applicable since many con- 
struction Commitments for vessels were made prior to 1940; and section 511 of 
the Merchant Marine Act, 1926, nonrecognition of profits on sale of vessel, and 
so forth. 

“By reason of the difficulty and complexity of the calculations and the many 
imponderables arising out of the application of management judgment in taking 
advantage of alternative tax-saving provisions, both the Treasury Department 
and representatives of the subsidized lines have advised that it is impracticable 
if not impossible to arrive at a net figure for tax abatement except on the basis 


2 Op. cit. 
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of an informed estimate. On this basis the operators have estimated the net to be 
$50,000,000, This amount is arrived at by evaluating the alternative benefits 
at one-half the gross tax relief provided by the act. It is further pointed out by 
the said lines that the estimated net tax relief under section 607 (h) is subject to 
a further reduction for an indeterminable amount of taxes payable by the lines 
on any future withdrawals of earnings from the reserve fund for veneral 
purposes.” 

With respect to the tax deferment amounting to $23,837,500 on deposits of 
earnings during 1947 to 1949, the closing agreement signed by the Treasury 
Department and the subsidized lines during 1947 provides that : 

(a) That so long as the subsidy contracts are not terminated, the funds 
shall be tax exempt. 

(bh) On withdrawal (or to the extent on deposit in the funds on termina 
tion of the contracts), income taxes are payable in cash at the rate in 
effect during the vear of withdrawal. 

(c) On termination of the contracts, the tax basis of vessels purchased 
in whole or in part with such tax-deferred tnoneys is effectively reduced and 
the tax is paid through lessened depreciation allowances, 

Under certain circumstances and particularly during periods of rising tax 
rates, these tax-deferment provisions may be a real disability to the operator 
and ultimately increase his tax costs. 

This complicated and technical problem may be summarized as follows: 

(a) Historically, tax exemption has provided a real benetit to the sub 
sidized operators. <A _ realistic measurement of this benefit is difficult. 
Treasury estimates approximately $100,000,000 without regard to pos 
sible offsets. The subsidized lines estimate the net saving to be $50,000,000, 
It therefore seems probable that the figure falls somewhere within this 
range. 

(6) By reason of the 1947 closing agreement with Treasury, the subsidized 
operators voluntarily accepted tax deferment in lieu of tax exemption. 
Taxes will ultimately be paid on tax-deferred deposits in one form or another 
and perhaps at higher rates. 

No realistic estimate can be made at this time as to the ultimate tax 
benefit or tax disability to be incurred by operators making such deposits. 

Tax deferment seeins to provide a moderate and reasonable incentive for 
the shipping industry to accumulate funds dedicated to the purposes of 
the 1936 act. 

(c) The closing agreement between the Treasury and the subsidized lines 
and the provision of the so-called long-range shipping bill seem to be sub- 
stantially similar with respect to tax deferment. 


Exuisir B 


NeeD For TAX BeNerirs To ACHIEVE COMPETITIVE EQUALITY IN COMPETING WITH 
FOREIGN-FLAG VESSELS 


In evaluating the reasonableness of the principle of tax deferment as appli- 
cable to the shipping industry, it is necessary always to bear in mind that Ameri- 
can-tlag vessels are competing throughout the world with foreign-tlag vessels, 
which not only enjoy lower operating costs but also very substantial regular and 
special tax benefits. 

These foreign-tlag competitive tax benefits in many cases substantially exceed 
the tax deferment presently available to subsidized lines under the 1956 act, 

The full extent and scope of foreign-flag benefits is not entirely appreciated. A 
comprehensive summary on this subject is found in the hearings of the Inter- 
state and Foreign Commerce Committee of the United States Senate on Senate 
Resolution 50, part VII, pp. 1672-1675, and portions of this material are sum- 
marized in the report of the committee (S. Rept. 2494, Sist Cong., 2d sess., pp. 72 
and 873-3885). This material does not reflect the more recent tax concessions 
which have been made available by foreign governments to their respective 
merchant marines, but is sufficient to demonstrate the attractions of foreign-flag 
operation from the tax point of view. 

There are seven countries having merchant marines exceeding 2,000,000 dead- 
weight tons, namely: United Kingdom, France, Italy, Netherlands, Norway, 
Panama, and Sweden (p. 130 of the report above referred to). In most, if not 
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all cases, it is evident that the owners of vessels operating under the flags of 
these major maritime powers enjoy very important tax benefits of a kind that 
are not generally available to their American competitors. Indeed, in some cases 
the owners of foreign-flag vessels pay no taxes whatsoever. This is particularly 
true with regard to Panama, as noted on page 72 of the Magnuson committee 
report. In most other instances, such as Great Britain, taxes are assessed only 
against net operating income; capital gains resulting from the loss or sale of 
vessels (which is a major source of income referred to in the Treasury report) 
are exempt from tax. Moreover, in cases where the income is subject to normal 
income tax, the foreign-flag operator ordinarily is in a position either entirely to 
avoid, or greatly to reduce, the amount of his taxes by accelerated depreciation 
or by appropriations of earnings to special replacement funds, which in their 
tax consequences are basically comparable to tax benefits under the 1936 act. 
For instance, the owner of a Swedish-tlag vessel is permitted to depreciate as 
much as 100 percent of the capital investment in a vessel in a single year. In 
other countries, substantial accelerated depreciation privileges also exist. Thus 
in Great Britain, depreciation of up to 40 percent of the vessel in a single year 
is permitted (see documentary material above referred to). 

It is also significant from the point of view of national policy to note that the 
tax exemption or other tax benefits granted by foreign governments to vessels 
of their documentation apply even to income earned within the United States, 
Thus, under the Internal Revenue Code (26 U. S.C. A. 231 (d)), earnings de- 
rived by vessels documented under Panatanian, Swedish, or other foreign 
thugs are exempt from taxes on income earned in the United States where re- 
ciprocal exemptions are granted to American-flag vessels by the foreign govern- 
ment involved. The United States Government thus assists foreign maritime 
powers in effectuating the special tar privileges and benefits of foreign-flag 
vessels, It seems ironic for the United States Government to support foreign- 
flag merchant marines in this manner, while denying approrimately equivalent 
benecfids to the American-flag merchant marine. 

It is also important to note that tax exemption and other benefits of foreign- 
flag documentation are available to American citizens. A large number of vessels 
owned by United States citizens have been placed under foreign flags during 
recent vears, and the attractive tax benefits of foreign documentation have been 
a major incentive for this flight of shipping from the United States flag. Indeed, 
over 4,000,000 tons of foreign-flag shipping are now owned by American citizens 
(Magnuson committee report, p. 69). An American tax policy which encourages 
investment in foreign-flag vessels in preference to United States flag vessels is 
hardly consistent with the maritime policy of the United States. In the long 
run, such a policy will stimulate the increasing shift from United States to 


foreign-flag operation. 
CONCLUSION 


The full extent and scope of the tax benefits currently available to foreign- 
flag owners is not precisely known inasmuch as the detailed study of the Mari- 
time Administration in this respect has not vet been completed. However, inso- 
far as information has been developed in recent vears, it is evident that the 
foreign-flag owners do enjoy great tax benefits, in some, if not all, instances 
more favorable than the benefits available to a limited number of United States 
flag operators under the 1986 act. 

The withdrawal of tax benefits from the American merchant marine will 
further handicap the American-ilag operator in competition in the foreign trades, 
will discourage investment in American-flag vessels, and thus substantially im- 
pede the achievement of the merchant marine policy of the United States. As- 
suming all other considerations are equal, why should a purchaser assume the 
higher tax burden of United States flag documentation, when he is eligible for 
tax exemption if he selects Panamanian documentation? 

For these reasons, it is our belief— 

(a) That some equalization of the tax burden is necessary so that 
American-flag shipping may maintain tax equality with competing foreign- 
flag vessels: and 

(b) That some form of tax deferment, while not as beneficial to the 
shipowners 4s many foreign tax aids, provides a reasonable and moderate 
means of accomplishing this objective and therefore is consistent with the 
national policy in this respect. 
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SCOPE AND EFFECT OF TAX BENEFITS PROVIDED THE MARITIME 
INDUSTRY 
(A report by the Secretary of the Treasury ) 
I. THe MerCHANT MARINE Act, 1936 
\. DIRECT SUBSIDIES 


The Federal Government has long fostered the merchant marine in order to 
provide for the national defense and the development of the foreign and domestic 
commerce of the United States. Enactment of the Merchant Marine Act, 1936, 
June 29, 1936, marked an important turning point in almost a century of Federal 
financial aid.’ The act broke sharply from the historic policy of granting indirect 
mail subsidies and adopted a system of direct operating subsidies. Serious abuses 
of the disgnised mail contract form of subsidy led to the adoption of a more 
direct subsidy which would equalize the operating costs of United States-flag 
ships with those of foreign competitors, 

The purpose of operating-differential subsidies is to insure regular and con- 
tinuous service by a United States-flag operator on trade routes declared essential 
to United States foreign commerce. Title VI of the act authorizes the Maritime 
Commission to enter into long-term operating-differential subsidy contracts, not 
to exceed 20 vears, by which the operator is compensated for the excess of actual 
expenses for wages, subsistence, supplies, repairs, and insurance over comparable 
expenses of a substantial foreign-flag competitor. The contractor is obligated 
to repay to the Maritime Administration 50 percent of all profits accumulated 
over a Tiyear period which are in excess of 10 percent of capital necessarily em- 
ploved in the business, but ner to exceed the subsidy previously received or ac- 
cerned. Currently, payments are tide to contractors only to the extent that the 
subsidy exceeds estimated recapture liab lity. 

Until recently there have been only 12 subsidized operators.” Subsidized ves 
sels account for about one-half the number of active ships (other than tankers 
and total dead-weight tonnage under the American tlag engaged in United States 
foreign trade (excluding foreign to foreign), As of January 1, 1951, there were 
244 company-owned ships engaged in subsidized operations, with a dead-weight 
tonnage of 2,610,000 tons (including one all-passenger vessel, the America, with a 
gross tonnage of 26,315), compared with a total of 483 active dry-cargo ships of 
5,087,000 dead-weight tons. The United States Maritime Administration owned 
27 of these active ships with 245,000 dead-weight tons, of which 10 were operated 
under lease by the subsidized companies. In addition, the Government owns 26 
dry-cargo ships which are temporarily inactive and 1,982 vessels in the United 
States Maritime Administration reserve fleet, with a total dead weight tonnage 
of 20,129,000 tons. 

It is estimated by the Maritime Administration that the gross operating-differ 
ential subsidies received or accrued by the subsidized operators through De 
cember 1949 amounted to $151.8 million. Of this amount $76.9 million, or 
approximately one-half, has been recaptured or is estimated to be subject to 
recapture, leaving an approximate net cost to the Government of S75 million 
Net subsidies received by operators during their first recapture period ending on 
or before December 1949 (except for one contract expiring December 31, 1950) 
amounted to $20.7 million The net subsidy cost for the calendar vear 1950 is 
estimated at $48.6 million. , 


B. CAPITAL AND SPECIAL RESERVE FUNDS——SECTION 607 


One of the objectives of the Merchant Marine Act, 1936, was to encourage pri 
vate ownership of the merchant marine “so far as may be practicable.’ At that 


‘The U. S. Maritime Commission was established in 1936 to administer the provisions 
the act. As reorganized, May 24, 1950, the U. S. Maritime Commission was rv placed by the 
Maritime Administrator as head of the Maritime Administration within the D+ partment of 
Commerce, and the Maritime Board, a quasi-judicial body of three members References 
made in this report to the Maritime Commission are intended to inelnde the Maritimes 
Administrator since May 24, 1950 

>The 12 companies are: American Export Lines, Inc.. American Mail Line, Ltd.. Amer 
can President Lines, Ltd., Farrell Lines, Ine.. Grace Line, Ine.. Lykes Bros, Steamshiy 
Co.. Ine.. Mississippi Shipping Co., Ine... Moore-MeCormack Lines, Ine., New York and C i! 
Mail Steamship Co., the Oceanic Steamship Co.. Seas Shipping Co., Inc., United States 
Lines Co More recently the Pacific Argentine Brazil Line. Ine., has heen added 

Hearings before a subcommittee of the Committee on Interstate and Foreign Commerce: 


U.S. Senate, Sist Cong., 2d sess. (1950), pt. 7, p. 1801, 
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time the Federal Government had a large legacy of ships constructed during 
World War I, many of which were leased for operation to the shipping companies. 
While it was the declared policy of the act to shift ownership of the merchant 
fleet to private hands, the act authorized the Government to build vessels and to 
charter them to commercial lines for operation in essential trade routes when 
private enterprise was either unable or unwilling to provide the necessary ships. 
This obj ctive of private ownership was believed to be near realization by June 
30, 1950, but national defense requirements have since placed additional demands 
on the Maritime Commission for ship construction and charter. 

At the time of the enactment of the Merchant Marine Act the shipping industry 
was confronted with a serious problem of replacement. This problem was accen- 
tuated by the block obsolescence growing out of the large supply of ships built 
during World War I. Because of the world-wide depression of the 1930's and 
the severe foreign competition, the shipping industry was in a depressed financial 
condition and unable to provide for adequate replacement. Outside capital was 
Virtually unavailable except through Government loans. 

The Merchant Marine Act required each subsidized operator to establish both a 
capital reserve fund and a special reserve fund, and provided that deposits ot 
earnings in such funds should be “exempt from all Federal taxes.” The specitic 
purpose of the capital reserve fund, as stated in the statute, Was to provide a 
fund for purchase and replacement of vessels and for the payment of mortgage 
indebtedness on vessels. The special reserve fund was intended to insure the 
continued maintenance and successful operation of subsidized vessels, and to 
serve the general purposes for which operating subsidies are made available. 
Into these funds, which are subject to Commission control, the contractor must 
deposit amounts equal to depreciation on subsidized vessels, proceeds of the sale 
or other disposition of the vessels, including capital gains, and all profits in 
excess of 10 percent of “capital necessarily employed.” The committee reports 
accompanying the act did not define or otherwise clarify the scope of the tax 
provision, 

While the original Merchant Marine Act provided for mandatory additions 
to the reserve funds, it did not authorize additional voluntary deposits. Fol- 
lowing a survey of maritime conditions in 1937, the Maritime Commission 
proposed, among other recommendations, that subsidized operators be permitted 
voluntarily to deposit earnings in the special reserve funds in order to increase 
the amounts available for replacement of obsolete vessels. In testifying on behalf 
of this proposal before the Committee on Merchant Marine and Fisheries, the 
Chairman of the Commission expressed the view that in order to provide 
additional capital it was desirable that operators should look to earnings for 
replacement funds and should follow a conservative dividend policy. He further 
stated: 

“In recognition of this fact the suggested provision encourages such a policy by 
permitting operators to deposit all or any part of the first 10 percent of earnings 
in the capital reserve fund, where they may be used to finance replacements. An 
inducement for this policy is found in the fact that moneys deposited in the 
capital reserve fund automatically escape undistributed profits and other taxes,” * 

In accordance with these recommendations, the 1988 amendment to the Mer- 
chant Marine Act added the following provision as section 607 (g) : 

“(g¢) With the approval of the Commission, the contractor may voluntarily 

increase the amount of either or both reserve funds by depositing in such fund or 
funds any or all of the earnings otherwise available for distribution to stock- 
holders, or may transfer funds from the special reserve fund to the capital reserve 
fund.” 
The report of the House committee indicates that the amendment was intended 
to permit the operator to pay into the reserve funds amounts which would other- 
wise be distributed to stockholders and thereby to encourage the building up of 
the reserve funds.’ The 1938 act also added a sentence to the tax provision for 
the purpose of clarifying the manner in which funds withdrawn from the special 
reserve fund should be taxed, The amendment provided that such withdrawal 
should be taxable as if earned in the year of withdrawal. In addition, specific 
provision was made in section 607 that, unless otherwise provided in the contract, 
the reserve funds are the property of the contractor upon termination, except 
amounts due the United States, 


4 Hearings on the act of June 23, 1938, December 2, 1937, p. 10. 
' TI. Rept. 2168, 75th Cong., 3d sess. 
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An amendment to the Merchant Marine Act, in August 1939, also added section 
510 which provided that no gain shall be recognized for tax purposes upon the 
trade-in of an obsolete vessel to the Maritime Commission, but that the basis of 
uny vessel so acquired should, in general, be the same as the basis of the obsolete 
vessel. There have been about 150 ships traded in under this provision but there 
is believed to be no particular tax advantage not otherwise provided in the 
Internal Revenne Code. 


( PHE CONSTRUCTION RESERVE FUNDS SECTION 511 


The provisions of section 511 of the Merchant Marine Act which allow the 
postponement of tax on gains arising from the sale or loss of vessels, deposited 
in a construction reserve fund, were not contained in the original Merchant 
Marine Act, but were added in an amendment enacted in 1940. In reporting the 
amendment, the House committee noted the extensive benefits available to the 
subsidized operators in the use of the reserve funds, and proposed enactment of 
provisions making limited benefits available to all classes of operators.” The tax 
concessions thus proposed, primarily as a means of encouraging the adoption 
of a replacement program by nonsubsidized operators, were basically similar 
to sections 112 (b) (1) and 112 (f) of the Internal Revenue Code, and to section 
10 of the Merchant Marine Act. Section 511 provided for nonrecognition of 
the tax on a gain arising on sale or loss of a vessel with a corresponding reduction 
in the basis of an acquired vessel. The provision, in effect, amounted to a post- 
ponement of tax since the reduction in basis limited depreciation deductions 
in subsequent vears. The tax deferment was granted upon the condition that 
vains should be expended or committed in the purchase of new vessels approved 
by the Maritime Commission within a period of 2 years, subject to certain 
extensions as provided in the law. Provision was also made for the deposit of 
earnings in the construction reserve fund, although no tax deferment was 
provided with respect to such deposited earnings. 


D. WARTIME SUSPENSION OF SUBSIDIES 


The operating-differential subsidies provided for in section 606 were drastically 
reduced in late 1941 and eliminated in 1942 as the Government requisitioned 
merchant shipping for military purposes. With the elimination of the subsidies, 
a question arose as to whether operators holding subsidy contracts should be 
permitted to continue to deposit wartime profits in the tax-exempt funds, In 
1942 a bill was introduced (HL. R. 7105, 77th Cong., 2d sess.) to provide, among 
other things, for suspension of the tax-exemption provisions of section 607 (h) 
as of Jannary 1, 1941. The Maritime Commission and representatives of the 
shipping industry urged that the suspension should not take place prior to 142 
The bill as reported by the committee provided for suspension of the tax pro- 
Visions in 1942 and later years. At the suggestion of the Treasury Department 
the bill contained an amendment to section 607 (h) providing that the basis 
of vessels acquired after 141 through the use of untaxed income should be 
reduced in the same manner as accuisitions under section 511. The bill also 
proposed to resolve an ambiguity in section GOT (h) with respect to gains from 
the sale or loss of a vessel by providing specifically that such gains should be 
exempt from taxes if deposited in the reserve funds. The bill, however, failed 
of enactment in the Seventy-seventh Congress. Hearings on a similar bill, 
H.R. 134, were held in March 1943; but no definitive action was taken. 

Despite the cessation of subsidized operations in 1942, the Maritime Com- 
mission approved substantial voluntary deposits in the funds during all of 
the war years. The amount of approved voluntary deposits for the years 
I4845 was approximately $31,950,000. Continued criticism of these war- 
time deposits was made in congressional hearings in 1942, 1943, and 1945, 
particularly by unsubsidized operators who were not accorded a similar exemp- 
tion. Investigation of these deposits was made in 1946 by a subcommittee 
(sometimes referred to as “Jackson subcommittee’) of the House Committee 
on Merchant Marine and Fisheries. The subcommittee concinded that there 
was no authority under the act for voluntary deposits in vears during which 
no subsidy payments were made, and recommended that action be taken to 
recover the taxes on such deposits. 


* H. Rept. 2931, 76th Cong., 8d sess 
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Il. Descripr10N oF RESERVE FUNDS 
A. CAPITAL AND SPECIAL RESERVE FUNDS——-SECTION 607 


1. Capital reserve fund 

A contractor is required to maintain a capital reserve fund and to deposit in 
such fund the following: 

(a) Amounts equal to the depreciation, if earned, on all subsidized 
vessels based on a 20-year life. 

(b) The proceeds of insurance and indemnities received by a contractor 
on account of total loss of any subsidized vessel and the proceeds of any 
sale or other disposition of such vessel. 

(¢) Such percentage of the annual net profits of the contractor's sub- 
sidized operations as the Commission shall determine is necessary for the 
purchase, replacement, or reconstruction of vessels, if at that time the 
cumulative net profits are over 10 percent per annum from the date ot 
the contract. 

(7d) Interest earned on securities and cash balances in this fund, and 
interest on securities in the special reserve fund. 

In addition to these mandatory deposits, the operator may, if the Commission 
approves, voluntarily increase the amount of the capital reserve fund by de- 
positing therein any or all of the earnings otherwise available for distribution, 
or may transfer amounts from the special reserve fund to the capital reserve 
fund. 

The capital reserve fund may be used only for the purchase of replacement 
vessels, reconstruction of vessels, or additional vessels to be used by the con- 
tractor on an essential foreign trade route, and for payment of amounts on 
notes secured by mortgage on subsidized vessels. If the contractor's funds 
become seriously depleted due to operating losses on subsidized vessels and the 
special reserve fund has been exhausted, the Commission may permit the con- 
tractor temporarily to replenish its general funds from amounts in the capital 
reserve fund not needed for the mortgage obligation due on the subsidized 
vessels. Upon termination of the subsidy contract, the balance in the capital 
reserve fund reverts to the contractor, except for amounts owed the United 
States. 


2. Special reserve fund 

The contractor is further required to deposit annually in a special reserve 
fund the entire amount of profits (without regard to capital gains and losses) 
earned in the subsidized operations over and above an amount sufficient to pay 
a dividend of 10 percent after taxes on the capital necessarily employed. This 
is reduced by the amount, if any, required to be deposited in the capital re- 
serve fund. Interest earned on the fund’s cash balances must also be deposited 
in the fund. With the consent of the Commission, the operator mmay make 
voluntary deposits of earnings which would otherwise be available for distribu- 
tion to stockholders. 

The following disbursements are permitted to be made from the special reserve 
fund: 

(a) Reimbursement to the contractor’s general funds for losses incurred 
in the operation of subsidized vessels and services. 

(b) Payment to the Commission of amounts due for reimbursement of 
operating-differential subsidies. However, the amount in this fund shall 
not be reduced by this reimbursement below 5 percent of capital necessarily 
employed, 

(c) Transfers to the capital reserve fund, with the approval of the Com- 
mission. 

In addition to the foregoing disbursements, the contractor may, if the Com- 
mission approves and after satisfaction of recapture requirements, withdraw 
amounts from the special reserve fund and pay the amounts so withdrawn into 
the contractor's general funds or distribute such amounts as dividends or bonus 
payments. However, the amount in this fund cannot be reduced below 5 per 
cent of the capital. 

Upon the termination of the subsidy contract the balance in the special fund 
reverts to the operator, except for amounts due to the United States, including 
recapture, 
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B. THE TAX STATUS OF CAPITAL AND SPECIAL RESERVE FUNDS 


Section 607 (h), relating to the tax status of the amounts deposited in the 
capital reserve and special reserve funds, provides as follows : 

“(h) The earnings of any contractor receiving an operating-differential subsidy 
under authority of this act, which are deposited in the contractor’s reserve funds 
as provided in this section, except earnings withdrawn from the special reserve 
funds and paid into the contractor’s general funds or distributed as dividends or 
bonuses as provided in paragraph 4 of subsection (c¢) of this section, shall be 
exempt from all Federal taxes. Warnings withdrawn from such special reserve 
fund shall be taxable as if earned during the year of withdrawal from such fund.” 

As indicated above, an issue arose as to the taxability of the voluntary deposits 
made into the reserve funds by operators which were no longer receiving operat 
ing-differential subsidies. In order to resolve this particular issue, representa 
tives of the subsidized operators and the Treasury Department entered into 
negotiations which resulted in a closing agreement dated July 21, 1947. Under 
the closing agreements as finally approved, certain over-all interpretations were 
made of section 607 ¢(h) which are summarized as follows: 

(a) For the vears 1948 to 1946, inclusive, when no subsidies were being 
paid, deposited earnings are taxable in the vear in which earned 

(4) Subsequent to January 1, 1947, earnings from subsidized and non 
subsidized operations, as well as capital gains, are treated, to the extent 
deposited in reserve funds, as “tax deferred.” The term “tax deferment” 
as used in the closing agreements means: (i) that earnings deposited are not 
taxed in the year of deposit, (ii) that such nontaxed earnings when used 
in the acquisition of vessels are not included in the tax basis of vessels 
either for purpose of tax depreciation or for determining gain or loss, and are 
not included in invested capital, and (iii) that if amounts are withdrawn 
from the reserve funds and are paid into the contractor's general funds or 
distributed as dividends or bonuses, the earnings withdrawn are taxable as 
if earned in the vear of such withdrawal. 

(¢) Barnings from both subsidized and nonsubsidized vessels through 
December 31, 142, and capital gains on the disposal of vessels through 
December 31, 1946, to the extent deposited in the reserve funds, are treated 
as “tax exempt.” This means that such earnings and gains are inceludible in 
the tax basis of the vessel acquired therewith and are included in invested 
capital. If such amounts are withdrawn from the reserve funds and paid 
into the contractor's general funds or distributed as dividends or bonuses, 
the amounts so withdrawn are taxable in the vear of withdrawal 

(d) Interest and other amounts earned on balances in the reserve tunds 
have the same tax status as the funds on which they were earned 

ie) Any balances in the reserve funds reverting to the operater on the 
termination of his last subsidy contract, whether considered as “tax exempt” 
or “tax deferred,” are taxable in the year of termination of the contract 

Under the closing agreements, the capital reserve fund and the special reserve 
fund are considered as a combined fund for tax purposes. While deposits in both 
funds are treated as not giving rise to tax liability in the vear of deposit, a dis 
tinction is drawn between the so-called tax-exempt deposits prior te 1947 (except 
for earnings during the war period) and the so-called tax-deferred deposits in 
N47 and later years In reality, however, the distinction is very slight. Under 
the agreements both the tax-exempt and the tax-deferred amounts are equally 
taxable if paid out of the reserve funds into the contractor's general funds or 
distributed as dividends or bonuses, or if the subsidy contract is terminated, 
The tax-exempt amounts completely escape taxation, however, if they are used 
in the acquisition or reconditioning of vessels, since the tax-exempt income is 
includible in the basis of the vessels. The tax-deferred amounts, on the other 
hand, are not includible in the basis of an acquired or reconditioned vessel and 
presumably the amount of deferred tax would later be collected. Despite the 
reduction in basis, however, the operator using tax-deferred funds is required to 
compute depreciation for purposes of the capital reserve fund on the basis of 
total acquisition cost. Accordingly, so long as the subsidy continues, the tax- 
deferred amounts are effectively removed from income and excess protits taxes. 
and the tax benetit on tax-deferred amounts is not diminished 
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C., CONSTRUCTION RESERVE FUND—SECTION 511 


Under the provisions of section 511, any citizen operating a vessel in domestic 
or foreign commerce or in the fisheries, whether or not receiving an operating 
subsidy, may create a construction reserve fund and deposit therein (1) proceeds 
from the sale of vessels, (2) indemnities upon the loss of any vessel, (3) any 
earnings derived from shipping operations, and (4) interest or other earnings 
upon amounts previously deposited in the funds. Amounts deposited in the con- 
struction reserve fund must, in general, be committed or expended, within 2 
years from the date of the deposit, in the acquisition of new vessels. The date 
for obligation of these funds, however, may be extended for an additional 2-year 
period, by the Maritime Commission, under joint regulations with the Treasury 
Department. This period has been extended to September 30, 1951. 

The tax benefits available to a shipowner under the provisions of section SLL 
are twofold: 

(1) No gain is recognized for tax purposes upon the sale or loss of a vessel 
if the net proceeds or net indemnity, as the case may be, is deposited in the 
construction reserve fund, and if the taxpayer elects in its return for the 
taxable vear to treat such gain as not recognized. The wmount of the un- 
taxed gain, however, serves to reduce the basis of any vessel subsequently 
purchased with such gain. 

(2) The entire amount of deposits in the fund, including both gains and 
earnings, are exempt from the provisions of section 102 which imposes a tax 
on unreasonable accumulation of funds by a corporation. 

If amounts are not obligated within the prescribed period or are withdrawn from 
the fund for purposes other than the acquisition or construction of a new vessel, 
the amount of untaxed gain is taxable as of the year in which realized, but with 
interest computed from the date of noncompliance or of withdrawal from the fund. 
Also, in the case of noncompliance or withdrawal, the financial position of the 
taxpayer may be reconsidered to determine whether there is an unreasonable 
accumulation of funds within the meaning of section 102. 

The net effect of section 511, taxwise, is to defer the tax on gains upon the 
disposition of vessels and to effect a corrsponding reduction, for the purposes of 
depreciation and sale or exchange, in the basis of vessels acquired with the use of 
untaxed funds. In subsequent years, accordingly, the income-tax liability will be 
increased by reason of the reduced depreciation allowances. While there is no 
tax deferment for the deposit of ordinary earnings in the construction reserve 
fund, such earnings are nevertheless removed from the application of section 102. 


Ill. Reserve FuNp Depostrs AND WITHDRAWALS 
A. CAPITAL AND SPECIAL RESERVE FUNDS—-SECTION 607 


Table 1 presents a summary of the transactions in the capital and special reserve 
accounts under the provisions of section 607, from their inception to December 31, 
1949.5 (More complete yearly figures for 1937 to 1949 are shown in exhibit A.) 
Total deposits over the entire period amounted to 5488.9 million. After allowance 
for repayments to the Government on account of recapture of earnings, with- 
drawals resulting from the closing agreements with the Treasury Department, 
and other permissible withdrawals, the net contribution to these funds amounted 
to $436.0 million. Of this amount $227.8 million was used for the purchase of 
vessels, nnd S117.7 million was used for repayment of loans. Table 2 presents 
a summary of the balances in these funds for each ship operator as of December 
31, 1949, aggregating $75.8 million. 

Of the net contributions of $436.0 million to the capital and special reserve funds 
over this period, 3116.2 million was represented by net mandatory contributions 
from earnings (after subsidy recapture) and $56.4 million was represented by 
voluntary contributions from earnings (after withdrawal of deposits declared 
taxable under the closing agreements), and $10.5 million was accounted for by 
interest and gains on fund investments. All together, deposits out of earnings 
amounted to $183.1 million, and accounted for 42.0 percent of net total deposits. 
Deposits of depreciation allowances amounted to 894.5 million or 22.0 percent and 
net proceeds from disposition of vessels (after payment of mortgage loans) de- 
posited in the funds amounted to $158.1 million, or 36.0 percent. 





?This amount differs from total deposits less withdrawals by the amount of 1950 deposits 
applicable to prior years 
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TABLE 1.—Deposits and withdrawals from reserve funds from inception to Dec. 
31 1949 
oY , al fe 


{In thousands of dollars] 
Deposits : 
Proceeds from disposal of vessels : 


Book value__ Ret Re eee es nmin Ay ae S 
ce ees bakeries 68, 345. 6 
— — 200, 556.9 
Less : Mortgage balance________-_~_ es 
158, 139.8 
Depreciation e : dé — 94, 305. 7 
Profits: 
Required ; he aa 144, 972. 7 
Voluntary__ : SO, 562. 4 
- Dr, tebe. 
Interest and profits on sale of securities 10, 487. 6 
Capital__. : 10.0 
Total deposits. —_ ; ; hahaa beard . 488, 918.5 
Withdrawals: 
Progress and purchase payments ahi o. 228, ofe. 1 
Note payments : a : sali iste ob hdl nieks Glisuaapcwensmincta-oes oa 
Preliminary payment account of recapture times gay nn © 
*ayments on account of closing agreements and other 24, 150.4 
Total withdrawals__.........._ ~- : . 397, 944.3 


Source: U. S. Maritime Administration Report, dated Feb. 24, 1951, as amended. Date 
reflect deposits made in 1950 of depreciation and earnings for prior years 


_ 


TABLE 2.—Balance in capital and special reserve funds for each subsidized opert 
tor as Of Dec. 81, 1949 


[In thousands of dollars] 


American Export Lines, Ine : $441.58 
American Mail Lines, Ltd : 1, {41.7 
American President Lines, Ltd 6, 208.8 
Farrell Lines, Inc at - 1, 530. 4 
Grace Lines, Inc otis 16, 66, 2 
Lykes Bros. Steamship Co., Ine 18, 783.5 
Mississippi Shipping Co., Ine : 5, 645.1 
Moore-McCormack Lines, Ine 1,178.6 
New York & Cuba Mail Steamship Co___ ; oe 6, S52. 6 
The Oceanic Steamship Co : 3, SO4.S 
Seas Shipping Co., Inc 1,159.3 
United States Lines Co ~~ a 6, 329. 5 

Total ae H. , ccnnmseen Ay GOD 


Source: U.S. Maritime Administration Report, dated Feb. 24, 1951. 


Of the net total contributions to the funds made out of earnings (including 
interest on funds) of $211.9 million (after withdrawal of wartime deposits under 
the closing agreements but before recapture), almost two-thirds, or $135.3 million, 
was contributed between 1937 and 1942 (see exhibit A). Most of the balance of 
$76.6 million has been deposited since January 1947. The above estimates of 
deposited earnings do not include net capital gains arising from disposition of 
vessels. Practically all such gains, estimated as $68.3 million, originated before 
147. 

The relative size of tax benefits enjoyed by the 12 subsidized companies is indi- 
cated by the amount of earnings deposited by each company over the period, 
shown by table 3. Of the net total deposits (after applicable withdrawals) of 
$183.1 million, over two-thirds was accounted for by one-third of the companies. 
The largest net required deposits, $28.4 million, were made by Moore-MeCormack 
Lines; Lykes Bros. and American Export Lines made deposits of $23.8 million 
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and $19.7 million, respectively. The largest net voluntary deposits were made 
by Lykes Bros., with $18.0 million, after withdrawals of $10.7 million resulting 
from their closing agreement with the Commissioner of Internal Revenue; Grace 
Lines made voluntary deposits of $17.2 million. Lykes Bros. appears to have 
been the greatest beneficiary of the reserve fund provisions, with total earnings 
deposited of $44.4 million; Moore-McCormack followed in importance with net 
deposits of $34.7 million. 





TABLE 3.- 


Gross deposits of profits, withdrawals, and net deposits in statutory 


capital and special reserve funds by individual companics, from inception to 


Dee, 31, 1949 





Gross deposits 


{In thousands of dollars] 








Pursuant Net de- 

Company Fund Reeap- | to closing posits of 

Re- Volun- | earnings Total tured agree- , profits 

: ota : otal 
quired tary ar profits ments 
gains ind 
other ! 

American Export Lines, Ine 25, 026 4, 594 549-30, 169 5, 253 1, 70 25, 211 

American Mail Lines, Ltd 3, 735 2, 525 133 6, 393 1, 327 , O86 

American President Lines, Ltd 14, 324 1, 287 1,683 , 17, 295 6, 102 11,198 

Farrell Lines, Ine 4,620 3, 360 655 8, 635 gel 7, 044 

Grace Line, Ine 9,483 | 17,177 171 | 26,831 24, 508 

Lykes Bros. Steamship Co., Ine.) 29,442 | 28, 699 2,558 60, 699 10, 731 4,375 

Mississippi Shipping Co., Inc 8,320 | 2,241 1,308 11,878 2, 2 8, 159 

M oore-M cCormack Lines, Ine 31, 793 9, 043 1,040 41,876 3, 728 34, 699 
New York & Cuba Mail Steam- 

ship Co 2, 184 SSS 2,772 657 657 2,115 

The Oceanic Steamship Co 1,335 7, 9S2 263 9, SSO 2, 161 2, 873 5, 084 4, 546 

Seas Shipping Co 10, 828 2, 404 266 = 13, 408 1,101 TRI 1, 882 11, 616 

United States Lines Co 3, 881 1, 241 1, 275 6, 397 420) 420 5, 977 

Total : le 144,973 | 80, 563 10,488 236, 024 | 28, S805 24,139 | 52,944 | 183, 080 


! Includes a smal! amount of permissible withdrawals at end of recapture period 
Maritime 


Source: U.S Administration Report, dated Feb. 24, 1951. 


B. CONSTRUCTION RESERVE FUND-—SECTION 511 


Total deposits in construction reserve funds between 1940 and October 31, 
1949, amounted to $264.5 million” From these funds there was withdrawn 
$222.6 million for purchase of vessels; $18.4 million was uncommitted for con- 
struction within the required time and withdrawn, ‘This left a balance in the 
funds of $23.6 million as of October 31, 1949; the balance, June 380, 1950, was 
approximately the same. With one exception, none of the subsidized operators 
ever availed itself of the privilege of the construction reserve fund because of the 
superior advantaves of the special and capital reserve funds to which they were 
entitled. 

SecTiION GOT FUNDS 


IV. MbASUREMENT Or TAx BENEFITS 


An examination of the income-tax and excess-protits tax returns of the sub- 
sidized operators reveals that tax savings of a very substantial magnitude have 
been realized by these 12 companies during the period 1938-49." The amount 
of earnings and gains which have been exempt from tax through deposits in 
‘ the reserve funds, and estimates of the tax savings resulting from such deposits 

ure set forth in table 4. As shown in the table, the aggregate umount of such 
deposited earnings and gains (after allowance for earnings subject to recapture) 
is $235.5 million. The total tax saving under the income and excess-profits tax 





*Merchant Marine Study and Investigation, Final Report, Sist Cong., 2d sess., S. Rept. 
ii No. 2494, pp. 828-329 
t ’ These estimates are limited to the regular subsidy contracts in effect from 1938 through 


1949. Data for 1950 are not vet available. 

’The amount of estimated tax savings is subject to possible reduction for adjustment 
required under sec, 9 of the Merchant Ship Sales Act of 1946 with respect to certain vessels 
purchased from the Government during the war years. At the present time data necessary 


to a computation of such a reduction are not available. It is believed, however, that the 
amount of the reduction, which would be limited to taxes on a portion of the wartime 
earnings on these vessels, is largely applicable to the period 1945-45, and would not 


duce the estimated tax savings 


significantly re 
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for the period, 1938-49, is estimated at $123.1 million. An analysis of these 
deposits and estimated tax savings by periods appears below. 


A. TAX SAVINGS ON DEPOSIT OF EARNINGS, 1958-42 


» 


Throngh the years 1958 to 1942, inclusive, the subsidized operators enjoyed 
full tax exemption of earnings deposited in capital and special reserve funds 
under the provisions of section 607 (h). This meant not only that these earnings 
were tax-free but also that full allowance was made for depreciation for tax 
purposes on vessels required from the funds, That is, the basis for depreciation 
purposes was not reduced by the amount of untaxed income paid out of the funds 
for purchase of vessels. 


TABLE 4 Estimated income and excess profits tax savings to the subsidized 
shipping compan s, 1938 1 


Deposits ir Estimated 


‘ \ tuned tux iVing 


TAX-EXEMPT EARNINGS (1938-46 


1938 through 1942 


Mandatory deposits $107, 700, 000 
Less Subsi liary recapture acerual 28 100, OH 
$79, 600, O00 
Voluntary deposit 27, 200, O00) 
Interest and earnings on amounts deposited in fund 400), OOM 
Total deposits (1988-42 107, 200, 000 





Total tax savings (1938-42 SAS, 200, 000 


1945 through 1946 


Deposits mad by 4 lines under closing agreements estimats 4, 300, 000 
Interest on amounts deposited in fund 5, 700, 000 
1 . 
Total tax-exempt deposits (1943-46 11. 000. 000 
Total tax savings (1943-46) (including savings resulting from deposits 
Im prior vears 14 SOM), OM 
Total earnings deposited and total tax savings (1958-46 LIN, 2000. (M 82, 200, OOW 


TAN DEFERRED Farntves (194 


Statutory mandatory deposits (after estimated subsidy recapture accrual 7.000, O00) 
Voluntary deposits 21. 400, 000 
Interest and earnings on amounts deposited in fund +, 400, 000 
lotal earnings deposited and tota: tax savines (1947-49 162. 800. 00 93. 0K), OHM 
GAINS ON DIsposttl oF Snips (108s8-49 
1WG58—42 (exempt 5, 200, 000 13, S00, 00K 
1945-46 (exempt ares 13. 000, OO o- 
1947-49 (deferred lee 1h). OW) >" 5M) 
Potal gains deposited ind total tan savines ~-44 68, 250, 000 } RT AM 


SUMMARY T02°8—-49 





I exemrt 1G28-42)_ ] MH), (WK Hn, OM 
Pax exempt 1045-46 . 11. 000, OW 18, 300, OOK 
Tax-deforred earning 1947-49 462. S00, OM q min). Ce 
iain on disposition of ships (1938-49 68, 350, OM 17, O87, SO) 

rotal earnings and gains deposited (1938-49 249, 350. 00) 123. O87, 500 


Does not include required deposits of depreciation 
> Under the closing agreements executed in 1947, 4 companies which bad not made voluntary depe 
12 were allowed tax exemption on certain amounts deposited in 1943, 1944, and 1945 
See explanetion in text with respect to deposits made in 1943 
* Includes deposits made subsequent to Dec. 31, 1919, which represent amount ' ’ ' 19 
nice’ Data on deposits supplied by U.S. Maritime Administration 
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TABLE 5.—Income taz and excess profits tax rates, 1938-49 


Year Normal tax and surtax rates (general rule) Excess profits tax rates 

Se a a ae Pe Re eee SE Ren = -_ ‘ 

1938-39_....., 19 percent (less credit of 242 percent for divi- | None. 
dends paid). 

1940 ....-.| 24 percent__ ‘ a pre at .---| 25 to 50 percent.! 
| oe --| 31 percent__.__.-- : -.--------..| 35 to 60 percent.? 
1942-43. __.- 40 percent - ue Si caida cate ..| 90 percent (less postwar credit of 10 percent)? 
1944-45... do owen weneu---+----------------| 95 percent (Jess postwar credit of 10 percent). 
1946-49___... 38 percent bene LARS 


! In 1940, the income tax was a deduction in determining excess profits net income. 

2 In 1941, the excess-profits tax was a deduction in determining normal tax and surtax met income. 

3 For the years 1942-45 income subject to excess profits tax was allowed as a credit in determining normal 
tax and surtax net income. 


The net amount of untaxed earnings deposited from 1938 through 1942 was 
$107.2 million. This includes both mandatory and voluntary deposits and 
earnings on amounts deposited in the funds, but does not include deposits of 
depreciation, gains upon the disposition of vessels, or the sum of $28.2 million 
which accrued as subsidy recapture for this period. The amount of the tax 
saving on these deposits is estimated to aggregate $65.9 million for the years 
1938-42. These deposits also gave rise to tax savings in subsequent excess- 
profits tax years through their effort upon the excess-profits credit and the 
application of unused excess-protits credit Carry-overs. The tax savings realized 
in the years 1943-46 which resulted from prior deposits is included in the esti- 
mate of tax savings for the latter years. 

In preparing the estimated tax savings, consideration was given to the 
possibility that, in the absence of preferential tax treatment under the Mer- 
chant Marine Act, the companies might have availed themselves of alternative 
provisions of the Internal Revenue Code such as sections 112 (f), 124, 721, and 
722. It appears unlikely, however, that any possible benefits would materially 
affect the over-all estimate of tax savings. While section 112 (f) permits the 
nonrecogznition of gain in cases of involuntary conversion of property, the basis 
of acquired property for depreciation purposes does not include the amount of 
gain not so recognized. Accordingly, the tax benefits accorded at the time of 
conversion are subsequently lost through reduced depreciation allowances. 
Some temporary tax advantage might have been realized under the emergency 
amortization provided under section 124 but this would have been largely offset 
by reduced depreciation allowances under high postwar income and excess- 
profits tax rates. Possible tax savings for the 12 subsidized lines under sec- 
tious 721 and 722 of the excess-profits tax would not appear to be significant, 
The invested capital credit of most of these companies was substantially greater 
than the income credit ; possibly adjustment of the income credit for relief under 
section 722 would therefore have little or no effect on tax liability. Finally, any 
significant benefit under section 721, on the ground that income was abnormal 
and was attributable to a prior year, appears remote. 


B. EXEMPTION OF VOLUNTARY FARNINGS SUSPENDED, 1943-46 


Section 607 (h) limits tax benefits to “any contractor receiving an operating 
differential subsidy.” Despite the fact that by the end of 1942 the Government 
had taken over, either for title or for use, all the vessels of subsidized operators 
so that none was receiving an operating differential subsidy, contractors con- 
tinued to make deposits in the special reserve fund and to claim tax exemption. 
As a result of the closing agreements subsequently entered into with the Com- 
missioner of Internal Revenue, these deposited earnings were subjected to tax. 

While voluntary deposits were, in general, treated as taxable during the years 
1943-46, certain amounts of deposited earnings were exempt during these years. 
Under the closing agreements, four lines which had not made voluntary deposits 
in 1942 were permitted to make certain tax-exempt deposits in the years 1943-45 
as though such deposits had been made in 1942. In addition, interest and other 
earnings on the funds during the years 1943-46 were exempt from tax. Total 
tax-exempt earnings during the period amounted to $11 million. The estimated 
tax savings for the period include both the amount of savings on these deposited 
curnings and the effect of prior tax-exempt deposits upon the computation of 
the operator's excess-profits-tax liability in the years 1948-46. The estimated 
tux savings for this period are $16.3 million. 
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©. TAX “DEFERMENT” ON DEPOSITED EARNINGS, 1947-49 


With the resumption of subsidized operations in early 1947, the tax benefits 
of the operators were limited in some respects by the closing agreements. The 
effect of these agreements was to transform what had previously been regarded 
by some as a complete tax exemption to what is referred to as a tax deferment. 
In contrast to the treatment accorded the pre-1948 deposits, the effect of the 
closing agreements with respect to deposits after 1946 was to reduce the tax 
basis for depreciation purposes by the amount of purchases made from the 
capital reserve fund. However, the real effect was to continue the tax benefits 
undiminished so long as the subsidy continues. While the allowable deprecia- 
tion deduction for tax purposes was reduced, the amount of the depreciation 
required to be deposited in the reserve fund continued to be based on the full 
purchase price in accordance with the provisions of the Merchant Marine Act. 
Additional deposits of depreciation allowances attributable to the full purchase 
price therefore offset the annual reduction in depreciation allowances attrib- 
utable to the reduced tax basis of the vessel. However, when aud if the operators 
cease to operate under their subsidy contracts, they will be limited to actual tax 
depreciation computed on the reduced basis and will have no offsetting benefit for 
deposited earnings. 

The tax benefits arising from deposited earnings, whether mandatory or 
voluntary, continued to apply during this period. The tax “deferment” benefit 
for the postwar years 1947-49 is estimated at $23.8 million. As explained 
above, this “deferment” is tantamount to tax exemption so long as the subsidy 
continues, 


D. TAX SAVINGS ON GAINS FROM DISPOSITION OF VESSELS, 1958-49 


The total amount of gains on the disposition of vessels deposited in funds 
from 1938S to 1946. and treated as tax-exempt under the closing agreements, 
amounts to approximately SoS.2 million. The tax saving on these gains, com 
puted at ordinary income-tax rates from 1938S through 1941 and at capital-gains 
rates between 1942 and 1946, is estimated at S17 million. Since these gains are 
“tax-exempt” under the closing agreements, ships purchased with these funds 
will include the entire amount of the purchase price in basis. The exemptions 
from the tax on gains, therefore, represents a permanent benelit to the operators. 

The amount of gains deposited since 1946, and treated as “tax-deferred” is 
approximately $150,000, and the estimated tax saving is $387,500. 


V. Tax BENEFITS FRoM USE OF CONSTRUCTION RESERVE FUNDS-—SECTION 511 


By replacing ships out of section 511 funds within a period of 2 years (with 
limited extension), operators avoided the taxation of such gains at regular 
income-tax rates in the years 1940 and 1941, and at capital-gains rates since 
1941. If the money is withdrawn for other purposes, or if the time limits for 
reinvestment are not met, the gain is taxable in the vear in which it was realized, 
without regard to the statute of limitations but with interest only from the date 
of withdrawal or noncompliance. Through October 31, 1949, total withdrawals 
for amounts not connnitted for construction within the statutory period amounted 
to $18.4 million, compared with total deposits of $264.5 million. 

Insufficient data are available to estimate the tax benefits of section 511 in the 
past. It is not known what part of total deposits is represented by capital gains. 
Furthermore, tax on certain of the gains deposited in the funds, in part, might 
have been deferred by a similar provision in section 112 (f) of the Internal 
Revenne Code. Section 112 (f) applies only to involuntary conversions and gen- 
erally restricts replacements to those of a like kind or use. Proceeds deposited 
in the maritime funds, however, include gains from both involuntary and volun- 
tary sales or conversions, and there is no restriction with respect to the size and 
use of the replacement vessel other than its approval by the Maritime Adtminis- 
tration. It would therefore be necessary to know what part of the gains were 
involuntary and eligible for section 112 (f) treatment before reliable estimates of 
tax savings could be made. These data are unavailable. 

Section 511 is of dubious tax value at the present time, and very little use 
apparently is being made of it by shipping companies. Because of the fact that 
the tax basis of the replacement vessel is reduced by the capital gain realized, 
ind depreciation allowance for income-tax purposes is accordingly reduced, 
operators can more advantageously pay the preferential capital-gauins tax at 
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current rates under section 117 of the Internal Revenue Code and receive the full 
benefits of depreciation at the higher income and excess profits tax rates 

A tax benefit may be realized under section 511 by the exemption of earnings 
deposited in such funds from the provisions of section 102 of the Internal Revenue 
Code, governing unreasonable accumulations of income. This protection is more 
in the nature of a release from a possible penalty imposed for avoidance of per- 
sonal income taxes by undue retention of corporation earnings. No measure of 
its potential tax benefits is possible. 


VI. FiNaANCIAL DEVELOPMENT OF THE INbUsTRY, 1937-49 
\. THE TREND OF INDUSTRY PROFITS 


Table 6 shows a comparison of the rate of profits on equity capital received by 
subsidized and nonsnbsidized companies, with the rate of return of the manufac- 
turing industry and railroads for the period 1937-49. (For more complete 
financial data, see exhibit Bo) It was not until 1959 that ocean shipping showed 
any material recovery from the depression. Largely as a result of world rearma- 
ment and revival of world trade, the industry began to realize substantial profits, 
Since the outbreak of World War II, the shipping business has experienced a sus- 
tained period of prosperity as a consequence of the greatly expanded wartime 
and postwar shipping requirements. This expansion in trade has been reflected 
in a greatly improved financial condition of shipping companies, both subsidized 
and nonsubsidized, as well as in an augmented merchant marine. 


Tabie 6.—Rate of return on net worth of shipping companies compared with 
manufacturing and railroad industries, 1937-49 * 


Percent] 


Shipping industries 

Manufae- 
Year turing Railroads 
industries Non- 


Subsidized | subsidized 2 


1937 9.2 1.1 3. 8 7.2 
1438 3.9 (0.9 1. 4.4 
1030 . 8.5 1.2 5.3 “et 
1940 L 12.2 2.3 52. 3 19.9 
1941 - 22. 3 t ().¢ 2. t 
1042 r ‘ 23.6 1s .Y 22. 
1943 ! 24.8 19.8 1.7 16.9 
1944 22. 5 16.8 5 17.9 
1045 15.9 6.1 9.7 18.6 
1946 17.5 2.1 | 22. 4 24.0 
1047 22.8 6.1 27.5 22.1 
1048 26.5 8.8 14.8 15.4 
1049 19.5 5.1 13.8 n. a 





1 Rate of return computed for profits and gains before income tax and after renegotiation, in relationship 
to average net worth for the year after giving effect to renegotiation. In case of subsidized shipping com- 
panies, net profit is computed after estimated accrued recapture liability. In case of railroads, return is 
computed on net worth as of beginning of year. 

2 Includes only nonsubsidized lines which filed financial data with the Maritime Commission, Capital 
gains do not include $70 million recorded in replacement reserve accounts. 


SOURCES 


Manufacturing industry: 1937-47, Statistics of Income, pt. 2; 1948-49, FTC and SEC Quarterly Indus- 
trial Financial Report Series. 

Railroads: Interstate Commerce Commission reports. 

Shipping industry: Subsidized—1938-48, U, 8. Senate Hearings before Subcommittee of Committee on 
Interstate and Foreign Commerce, 81st Cong., 2d sess. (1950), pt. 7, pp. 1513-1514; 19387, House of Representa- 
tives Supplement to Hearings before Subcommittee on Maritime Affairs of Committee on Merchant Marine 
and Fisheries, 8Ist Cong., Ist sess. (1949), pp. 134-136; 1949, data supplied by U. S. Maritime Administra - 
tion from company reports. Nonsubsidized industry—Committee on Merchant Marine and Fisheries, 
op. cit., p. 204. 


Because of the premium placed on shipping space by wartime demands, and 
largely as a result of full return cargoes, profits and gains (before Federal in- 
come taxes) of the 12 subsidized lines soared in 1940 and 1941 to around 50 
percent of average net worth.” As a result of the requisitioning of ships by the 





1 Earnings of subsidized companies are taken after accrual of recapture liability and 
renegotiation, 
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Government in 1942, wartime profits declined to a more moderate rate of be 
tween 10 and 12 percent. During the postwar period, profits of subsidized com 
panies rose to a peak of 27.5 percent of net worth in 1947, and then declined 
to 13.8 percent in 1949. By comparison, the earnings of nonsubsidized com- 
panies were relatively more stable throughout the entire period 1987 to 1048 
However, the rate of return on net worth of the subsidized Companies was onl 
slightly higher than that of nonsubsidized companies; their rate of return on 
net worth (before Federal income and excess-profits taxes) averaged 19.8 pei 
cent, compared with an average of about 17.4 percent realized by nonsubsidized 
companies over the same years.” After Federal income and excess-profits-tax 
liabilities, however, the subsidized companies earned an averace of 16 percent 
on net worth, while the nonsubsidized companies realized 11.4 percent, for the 
same years, 1957-18 

The rate of return on investment (before Federal income tuxes) of the shipping 
industry compares favorably with that of all manufacturing industry during 
this period. Based on income-tax reports as compiled in Statistics of Income 
(and comparable reports to the Securities and Exchange Commission and the 
Federal Trade Commission for the years 1948-49), the average rate of return 
earned by all manufacturing companies for the years 1986-49 was 18.6 percent, 
compared with 18.9 percent earned by the 12 subsidized companies for the same 
years, Earnings of the shipping industry generally were far superior to those 
of the railroad industry. 


B. FEDERAL INCOME AND EXCESS-PROFITS TAXFS 


Because of their tax-exemption privileges, subsidized operators paid only 19.8 
percent of their earnings to the Federal Government in income and excess-profits 
taxes between 1937 and 1948." Over the same 12-year period nonsubsidized com 
panies paid out about 34.2 percent of their earnings to the Federal Government 
Perhaps the most striking tax disparity, however, is illustrated by the experience 
of 1940 and 1941, when, despite their extraordinary increases in wartime earn 
ings, the subsidized companies completely escaped excess-profits taxes which 
were enacted to recapture such windfalls in industry generally. During these 
respective years only 4 and 3.5 percent of earnings were paid to the Federal! 
Government, compared with 23.5 and 44.2 percent paid by the nonsubsidized 
companies. The latter companies paid between 42 and 49 percent of their wat 
time earnings to the Federal Government, while subsidized companies paid only 
between 7.8 and 38.5 percent. During the postwar period the effective rates of 
taxes for both groups achieved some parity in 1946 and 1947, but, in 1948S there 
was a wide disparity in favor of subsidized operators. (See exhibit I.) 


C, RETENTION AND REINVESTMENT OF FARNINGS 


The greatly improved profitability of the shipping industry contributed to a 
substantial strengthening of its financial position. Between the end of 1936 
and 1948 the net worth of subsidized companies expanded more than sixfold, 
from $57.6 million to $364.8 million. The net worth of one of the largest com 
panies increased 20 times. During the same period the net worth of nonsubsi 
dized corporations rose by only two-thirds, from $852.2 million to S585 million 
These increases were almost wholly accounted for by reinvested earnings 

The proportion of earnings, after income tax, retained by the subsidized 
operators was much greater than that retained by the nonsubsidized companies. 
Whereas the former distributed only about 25.2 percent of earnings after Federal 
income tax, the latter followed a more liberal dividend policy, averaging 60 per- 
cent of earnings over the 12 years 1957-48. However, the subsidized firms had 
relatively greater disposable income; not only did they realize a higher return 
on their investment before income tax, including net subsidies of about $20.7 
million, but they also received tax benefits in the amount of $123.1 million. They 
were thus in a more favorable position to finance both capital requirements and 
to pay dividends. 

There is no inductive method of determining what the amount of dividends 
would have been without the benefits of tax exemption, but there is a strong 









“Certain gains reported by nonsubsidized companies in replacement accounts were not 
ineluded in their profits. 

‘This proportion should be increased for subsequent deficiency assessments of an inde 
termined amount, only partially included in the companies’ reports, which would probably 
raise the effective tax rate to around 22 percent. 
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presumption that dividend payments would have been somewhat less if these 
tax savings were removed. In other words, the absence of a tax subsidy prob- 
ably would have dictated a more conservative dividend policy in order to meet 
requirements for new investment. 


D. OTHER SOURCES OF CAPITAL 


Earnings are not the only source of capital available to shipping companies, 
Capital may also be available from external sources through sale of capital stock 
and borrowing. While new capital-stock financing in the shipping industry 
apparently is rare, there would appear to be no good reason to eliminate its 
financing possibilities, particularly for well-established companies with excellent 
earnings records and subsidized operations. Most shipping companies are handi- 
capped in equity financing by the fact that they are closely held family enter- 
prises and few have stock listed on an organized exchange. Those that are 
listed evidence a market value of stock somewhat below its net book value. How- 
ever, this situation does not preclude successful equity financing where earnings 
and dividends have been adequate. 

The principal external source of capital has traditionally been through borrow- 
ing secured by a mortgage on the vessel. Mest of such borrowing in the past 
has been financed by the Federal Goverhment itself through 20-year 314-percent 
mortgage notes negotiated with the United States Maritime Commission. Vrior 
to 1941, as shown by table 7, fixed indebtedness of the subsidized shipping com- 
panies represented a substantial part of their capital structure, amounting to 
47.1 percent in 1938, 44.5 percent in 1939, and 41 percent in 1910. However, this 
debt was substantially liquidated out of deposits in the capital-reserve accounts. 
By the end of 1944, fixed indebtedness was reduced from a peak of 874.7 million 
in 1940 to $25.1 million, when it represented only 9.3 percent of the total capital 
structure. Since then long-term borrowing has greatly increased, reaching a leyel 
of $98 million by the end of 1948. Due to the unusual accumulation of profits over 
this period, such fixed indebtedness does not account for more than one-fifth or 
so of the total capital structure. 

f 


TABLE 7.—Capital structure of subsidized shipping compawmies, 1938-48 


{Dollar amounts in thousands] 


Percentage of 
fixed indebt- 





, Net worth Fixed in- Total capital | ayn. , 
Year (end of year) debtedness structure proc peng 
| ture 

1938 $59, 914.1 | 47.1 
1939 7 fifi, 863. 3 44.5 
1940. - 107, 329. 5 41.0 
1941 72, 077.4 24.6 
1942 - 222, 891.6 | 19.9 
1943 220, 309. 6 12.6 
1944 245, 919.1 271, 9.3 
1945 255, 178.3 295, 036. 1 13.5 
1946 ‘ 287, 436. 6 346, 058. 3 16.9 
1947 ‘ _ = 335, 361.6 132, 067.6 29 4 
1948 E a : " 364, 817.9 162, 821.4 21.2 


Source: U. 8. Senate, hearings before a subcommittee of the Committee on Interstate and Foreign Com- 
merce, Slst Cong., 2d sess. (1950). Marine Study and Investigation, pt. 7, p. 1514. 

The current position of the subsidized companies has also remained good. 
The current ratio, or ratio of current assets to current liabilities, for the years 
1937-49 was as follows :* 


Ratio Ratio 
ee ns aaa aicieiiiiarabaal a ie ee 1.8 
EE cee eee ee acre ee oe cee EE ee eee eee ee ee 1.8 
0 a ae ae ee ee ee ag 1.9 
| EE ee eee ee reir en te ee > a | « ae Pe rete: OF 
a a aes lance echinacea alt LE Ee eee Sm 
ae | | Le eee ee - es 
GS eS ee eee ee wate 2.3 





% Computed from data supplied by the U. S. Maritime Administration, 
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While slightly below the conventional 2 to 1 ratio in most years since 1948, 
the average for all companies evidences good strength, particularly in 1949, 
Since 1947 the companies have been in a less liquid position, but by the end of 
1949 cash and marketable securities averaged about 75 percent of short-term 
liabilities, and about 9 percent of total assets. 


VII. OrHer ForMs oF GOVERNMENT FINANCIAL ASSISTANCE TO MERCHANT 
SHIPPING, 1937 To 1949 


The expansion in the American merchant fleet from 1937 to 1949 and the 
substantial increase in earnings and net worth of shipping companies during 
this period were accompanied by numerous forms of Government aid, direct and 
indirect, to the merchant-shipping industry. Certain aspects of Government aid, 
such as the direct subsidies, paid to the 12 companies in order to equalize domes- 
tic and foreign operating costs on essential trade routes, have been noted 
above. In addition to the operating-differential subsidies, financial assistance 
from Government sources includes: (1) Government expenditures for shipping 
in foreign aid and military programs; (2) sales of Government-constructed 
vessels at reduced prices; and (3) availability of capital for purchase and re- 
onditioning of vessels from Government agencies at favorable rates of interest. 


A. FOREIGN AID SHIPMENTS 


The increased profitability of merchant shipping, both subsidized and non- 
subsidized, during the vears 1940 through 1949, as compared with the immedi- 
itely preceding years, is largely attributable to the volume of shipping opera- 
tions financed by the Federal Government. In the years 1940 and 1941, during 
which profits of the 12 subsidized lines averaged about 50 percent of net worth, 
a substantial portion of gross receipts of the shipping companies was derived 
from the transportation of cargoes under the defense program, including lend- 
lease. During the war years, 1942 to 1945, the shipping companies operated 
almost exclusively under Government contract. While the rate of return de- 
clined during the war years, due in large measure to the fixed rate of charter 
hire, renegotiation of operating contracts and fees paid by the Government 
under service contracts, the shipping companies emerged from the war in 1945 
with a net worth almost 50 percent larger than that at the beginning of 1942. 

Following the end of the war, the American merchant marine prospered with 
the expansion of world trade. American shipping companies also received sub- 
stantial indirect assistance from Government expenditures for shipping under 
the European recovery program, the Mutual Defense Assistance Act, and similar 
programs. Both the European Recovery Act and the Mutual Defense Assistance 
Act required that 50 percent of United States-originated cargoes be carried in 
privately owned American-flag vessels. Government financing of shipments was 
also provided in the postwar years through other programs such as Government 
aid and relief in occupied areas, and the military budget. Data available for 
the year 1949 indicate that 64 percent of dry-cargo exports aboard United States 
private vessels were financed by Government funds, and 36 percent was privately 
financed. Of the 64 percent Government-financed, 34.1 percent was financed 
under the European Recovery Act, 25.7 percent was paid for by funds appropri- 
ated for Government aid and relief in occupied areas, and 4.2 percent was financed 
from the military budget.” 


B. THE MERCHANT SHIP SALES ACT OF 1946 


In addition to Government financing of a substantial portion of shipments, 
the merchant marine has enjoyed other forms of Government assistance in 
eeting its investment requirements. The expansion of the fleet engaged in the 
foreign trade” and the replacement of obsolete vessels during the past 10 years 
is been aided materially by the sale to private owners of Government-con- 
structed vessels. Under the Merchant Ship Sales Act of 1946, dry-cargo vessels 
vere made available at 50 percent of prewar domestic cost and tankers at 87%4 


_ “Final report of the Committee on Interstate and Foreign Commerce pursuant to S. Res. 
1} “Slat Cong., 2d sess., Rept. No. 2492, p. 11. The analysis is based on tonnage and not 
n dolar values. 

"The 279- ship increase in the foreign trade dry-cargo fleet since 1939 represents a = 
erce nt increase in tonnage. The tanker fleet increased by 800 percent from 1939 to 1950 
During the period dry-cargo domestic tonnage decreased by 20 to 25 percent. 
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percent of prewar cost, the amount being adjusted in each case for depreciation 
and war service, Approximately 700 vessels were sold to American-flag operators 
under the Ship Sales Act for a total price (after adjustments for bringing the 
vessels into “class”) of approximately $750 million. The cost to the Government 
of construction of these vessels is estimated at $2,150 million (after adjustment 
for national defense features ).” 


Cc. GOVERNMENT LOANS 


In the acquisition of vessels under the Merchant Ship Sales Act, and ip the 
purchase and reconditioning of other vessels, American shipping companies, 
both subsidized and nonsubsidized, have had the benefit of mortgage capital 
supplied by the Government at a relatively low interest rate. The Merchant 
Marine Act, 1936, granted the Commission the broad authority to extend to 
operators financial aid in the construction of vessels by deferment of a portion 
of the purchase price under a mortgage agreement. The interest charged in 
these loans is limited to 3% percent as compared with rates of 4 to 5 percent 
customarily charged by the Reconstruction Finance Corporation on secured 
loans. Under the merchant-marine provisions, mortgages are available for as 
much as 75 percent of the acquisition cost of a vessel, making it necessary for 
the operator to provide only 25 percent of the cost. Payments on the mortgages 
are usually scheduled on a straight-line basis over a 20-year period, but payments 
may be accelerated. In the typical case depreciation allowances on the vessel 
are sufficient to meet annual amortization requirements. As of the end of 1949, 
ship mortgage notes due to the Commission amounted to $98.5 million. 


VIIL. Appratsan or TAx Sursipy Portcy 
A. SIGNIFICANCE OF THE TAX BENEFITS UNDER SECTION 607 


The tax benefits afforded by section 607 have been of substantial value to the 
12 subsidized contractors during its period of operation. Through the years 
1938S to 1949, inclusive, estimated tax savings of $128.1 million exceeded income 
and excess-profits taxes paid to the Federal Government of $100.5 million (ex- 
cluding undetermined tax deficiencies). Further idea of the relative magnitude 
of this benefit can be gained by its Comparison with the increase in earned surplus 
of subsidized companies over the period 1938 to 1949 of $295.6 million, and 
dividends declared of $112.1 million. 

These tax beneiits have been about 50 percent greater than the net operating- 
cifferential subsidy which was originally conceived as the principal considera- 
tion for which shipping operators would consent to the regulations and control 
of the Maritime Commission in the development of essential trade routes. 
Although the magnitude of the tax benefits since 1939 apparently was not 
contemplated in the original act of 1936, they have nevertheless been continued. 
Unless earnings decline in the future, the value of the tax subsidy would probably 
continue to be of ne less importance than in the past, particularly under currently 
high income and excess profits tax rates. 

The current tax benefits provided by the law and regulations relating to the 
tax treatment of section 607 deposits are no less real than they were before the 
“closing agreements” with the Commissioner of Internal Revenue in 1947. Ae- 
cording to these agreements, a contracting operator is entitled to the tax benefits 
only while receiving an operating subsidy. Although now referred to as “tax 
deferment” it is still for all practical purposes a tax exemption. Such tax 
exemption expires only in the event that the subsidy is discontinued or the funds 
are Withdrawn from the special and capital reserve accounts and made subject 
to income tax, 


Bb. IMPLICATIONS OF MANDATORY AND VOLUNTARY CONTRIBUTIONS TO RESERVE FUNDS 


1. Mandatory contributions of earnings 

The mandatory contributions to the reserve funds are wholly accounted for 
by the earnings of companies in excess of 10 percent of “capital necessarily 
employed” in the business. Fifty percent of earnings in excess of 10 percent of 
capital employed are recaptured by the Government, to the extent of the subsidy 
payments. Since the required deposits of the most profitable Operators exceed 


7 Under the Ship Sales Act, some 1,113 ships (mostly of inferior design and adaptability) 
were sold to foreign operators. 
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the amount of their subsidy which may be recaptured, the most profitable com- 
panies trend to receive the greatest tax benefits. Companies with yearly earnings 
of less than 10 percent of capital employed, would receive no benefits of such 
mandatory provisions although they may have the greatest need for the aid. 

By their very nature, these mandatory deposits are not well correlated with 
actual requirements for replacement and other purposes of the act. During pe- 
riods of abnormally high profits the tax benefits are automatically inflated out 
of proportion to the need for replacement and reserves for lean years. In 141 
the Maritime Commission took cognizance of the liberality of the reserve require- 
ments under the then abnormal conditions arising from wartime increases in 
earnings and coneluded that— 

“It may be desirable also to provide that tax exemption for moneys deposited 
in the special reserve fund shall be limited to so much of the fund as would con- 
stitute a reasonable reserve aguinst future losses. * * * If these suggestions 
are adopted and carried out, then it would appear that the essential theory back 
of the statutory reserve funds would have been retained but that the pyramiding 
of capital with the resultant abnormal tendency to disburse dividends out of 
future earnings, and a possily excessive privilege of tax exemption beyond what 
is reasonably necessary for tonnage replacements or for safeguarding against 
lean years, would have been eliminated,” * 

This policy was approved by the Commission, July 22, 1941. 

Deposits of depreciation allowances 

It has already been indicated above that depreciation allowances required to 
be deposited by the Merchant Marine Act are based on the full acquisition cost 
of the vessel computed on a life expectancy of 20 years. The excess of this 
deposit over depreciation allowed for tax purposes on the reduced tax basis off- 
sets the increases in taxable profits which might otherwise result. To this extent, 
so long as the subsidy continues, the tax benefit from such depreciation deposits 
is not lost to the operator, 


3. Voluntary deposits 

Tax benefits arising from voluntary deposits are presumed to be based on actual 
requirements for capital, The amount of net voluntary deposits of $56.4 million 
applicable to 1988 to 1949 has been about half the net mandatory deposits of 
$116.2 million, They were a relatively greater source of benefit between 1947 
and 1949 when voluntary deposits were made of $21.4 million, compared with net 
mandatory deposits of $37-million. 

The Merchant Marine Act, 1956, originally did not provide for the voluntary 
deposits of earnings in the reserve funds; this provision was added by the act of 
June 238, 1938. as section 607 (2). In recommending the privilege of making 
voluntary deposits to the special and capital reserve funds, the Maritime Com- 
mission declared : 

“This is believed to be an important provision. The act now contemplates that 
earnings up to 10 percent per annum will be distributed to shareholders. In a 
very few cases, where the operator's working capital is adequate, such a policy 
tay be sound. But in most instances this would not be the case in view of the 
urgent need for additional working capital and the inability to secure outside 
capital invesiment at this tine. Consequently, most operators would have to 
look to earnings for replacement funds.” [Italics supplied. |" 

As an inducement for this reinvestment policy, the moneys deposited in the 
capital and special reserve funds were automatically given exemption from in- 
come taxation. There is some indication in the report on the Kconomic Survey 
of the American Merchant Marine that the privilege of making such voluntary 
deposits Was motivated by the avoidance of the surtax on undistributed profits 
imposed in 1936.° The undistributed-profiis tax was repealed in 1938, except 
fora nominal rate of 246 percent which survived through 1939, 

Despite the fact that the earning power of the subsidized companies greatly 
improved since this provision was originally added, the Maritime Commission 
continued to authorize voluntary deposits in the reserve funds. Deposits au- 
thorized out of earnings for the years 1947 to 1949, for example, have amounted 
to $21.4 million, including $10.4 million for Grace Lines, $6 million for Lykes 


* Memorandum to U. S. Maritime Commission from Director of Finance, July 18, 1941 
Hearings before a subcommittee of the Committee on the Merchant Marine and Fisheries, 
79th Cong., 2d sess., pt. 1, p. 44. 

“ Hearings before Committee on Merchant Marine and Fisheries, December 2, 1937. 

”U.S. Maritime Commission, November 1937, p. 35. 
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Bros., $2.9 million for American Export Lines, and $1 million for Seas Shipping 
Co. 

The policy of the Maritime Commission in authorizing voluntary deposits in 
the past has been somewhat uncertain. In the case of Lykes Bros., the Commis- 
sion authorized a deposit of $3 million in 1950 of 1948 earnings despite the fact 
that no definite need was shown for the funds. Lykes Bros. apparently had no 
plans for replacement of vessels or any requirement by the Maritime Commis- 
sion that any be replaced before 1960. Moreover, it was estimated that the 
company would have sufficient funds in reserve by the date of replacement to 
make a down payment of at least 50 percent of replacement cost, not taking into 
account the probable earnings of the operator over this period of time. 


C. EXTENSION OF TAX BENEFITS TO EARNINGS OF NONSUBSIDIZED OPERATIONS 


Whether or not the tax benefits of voluntary deposits were intended to extend 
to earnings on nonsubsidized vessels has been a controversial question. As 
originally interpreted, the benefits of 607 (g) were confined to deposits of earnings 
from subsidized vessels and this position was maintained by the Treasury Depart- 
ment until the execution of the closing agreements in 1947. This question was 
the subject of litigation before the Tax Court of the United States (Seas Shipping 
Company, Inc. v. Commissioner of Internal Revenue, I. T. C. 30, November 17, 
1942). In that case the operator signed a subsidy contract in October 193s, under 
which subsidy payments were to be paid on the completion of all voyages com- 
menced after the date of the contract. The contract required the operator to 
deposit in the capital reserve fund 75 percent of all profits computed before 
depreciation. During the calendar year 1938 the operator did not complete any 
voyages under the contract but, as required by the contract, did make a deposit 
in the capital reserve fund of the sum of approximately $150,000, representing 
75 pereent of its profits for the entire year. The Commissioner contended that 
the tax exemption provided under the Merchant Marine Act did not apply to 
earnings from nonsubsidized sources. The court, however, held in favor of the 
taxpayer, stating that the Merchant Marine Act should be broadly construed and 
that under the act earnings from any or all sources, whether or not subject 
to a subsidy contract, might be deposited in the funds. <A protective appeal was 
filed in the second circuit, which was subsequently dismissed on motion of the 
Government. 

Substantial benefits have been realized by certain operators in the deposit of 
nonsubsidized earnings. Since 1947, for example, Grace Lines has been per- 
mitted voluntary deposits of $10.4 million, of which $8 million represented 
nonsubsidized earnings to be used for investment in nonsubsidized vessels. Since 
fund investments in nonsubsidized vessels lose tax basis which is not compen- 
sated for by depreciation deposits (which are limited to subsidized vessels) the 
tax benetits are really equivalent to tax deferment rather than exemption. Such 
tax benefits nevertheless give the subsidized operators important tax benefits 
on their nonsubsidized operations which are not subject to the usual restrictions 
imposed by the Maritime Administration. 


IX. CoNCLUSIONS 
A. TAX SUBSIDIES UNSOUND IN PRINCIPLE 


Indirect subsidies granted through the exemption or deferment of taxes are 
concealed in the revenue laws and to this extent are not subject to the same 
periodic check and control that would otherwise be entailed in the granting of 
direct subsidies through the annual appropriation process. The extent to which 
they are hidden in the case of the merchant marine is attested by the fact that 
accountants of the General Accounting Office were unable to determine in 
dollars and cents the amount of financial benefit actually realized by individual 
companies.” 

As in the case of shipping industry, the amount of a tax subsidy is uncertain 
and varies automatically with changes in tax rates and corporation profits. 
What may have been originally designed as a modest benefit under the moderate 
tax rates in force in 1936, has been greatly enhanced in value by the substantial 
corporation income-tax rate increases to the present level of 47 percent. Par- 
ticularly during periods of rearmament and war does such exemption convey 
extraordinary benefits, not only by reason of inflated profits but also because 





71 Report on Audit of U. S. Maritime Commission, February 6, 1950, p. fil. 





4 











LONG-RANGE SHIPPING BILL 63 


of the fact that such profits escape even higher excess-profits taxation which, 
under present law, increases the marginal tax rate to 77 percent on excess 
profits, with an over-all effective rate ceiling of G2 percent. The potential mag- 
nitude of the tax benefit under this law is clearly seen by reference to the indi- 
vidual benefits realized by the subsidized companies during 1940 and 1941. 

The distribution of tax benefits is also frequently capricious and unrelated 
to the express purpose of the subsidy itself. In the case of the shipping industry, 
the greatest benefits are enjoyed by these companies which are most profitable 
and best able to stand on their own feet. This is because the tax “deferment” 
is calculated primarily with regard to the excess of profits over a minimum 
return on investment, rather than determined by the requirements of individual 
companies for ship replacement and expansion. Additional contributions to 
tux-free reserves may be made out of profits but these are voluntary and subject 
to approval of the Maritime Commission. 

The Treasury Department has consistently opposed the use of the tax system 
as a means for providing indirect subsidies for special classes of taxpayers, 
One of the most essential requirements of any sound tax system is that its 
burdens be equitably distributed among all taxpayers. Unless this is accom 
plished, taxpayers generally will not have confidence in the fairness of its 
application and will be encouraged to obtain as many concessions as possible for 
their particular activity. The extension of tax privileges to special groups 
results in a greater burden being imposed on other taxpayers if our budgetary 
requirements are to be met and a sound fiscal policy achieved. Favorable tax 
concessions granted to one special group are also constantly used as a precedent 
for their further extension to other areas. In order to prevent additional 
special privileges from being introduced into the Federal income-tax system, 
it is important that those presently granted be removed as quickly as practicable. 
In this connection, it is interesting to note that S. 535, recently introduced in 
the Senate, would extend the tax exemption now accorded subsidized operators 
of shipping lines to operators of airlines. 


B. TAX BENEFITS AND REPLACEMENT POLICY 


It is questionable whether special tax benefits are essential to a sound re- 
placement policy and development of the mechant marine Due largely to 
various other forms of Government assistance and improved world-trade 
conditions, Shipping companies have been enjoying an unusual period of pros- 
perity not contemplated when the tax benefits were first provided in 1956. This 
high level of earnings should enable subsidized operators to finance their own 
capital requirements as in the case of the nonsubsidized companies. Under 
present and prospective conditions in the shipping industry, funds made available 
from the internal resources of companies, such as depreciation allowances and 
reinvested earnings, together with potential outside financing from sale of stock 
and borrowing, should be adequate—as in the case of industry generally—to 
finance new investments. As shown by exhibit B, earnings have generally been 
sufficiently great to meet demands for new investment and reasonable dividend 
requirements. Moreover, the present low level of debt-equity ratio as compared 
with the prewar level indicates that substantially greater financing could be 
undertaken through borrowing, particularly at the present level of earnings and 
low-interest rates made possible by Government loans. z 

If these private sources of capital are inadequate to assure the maintenance 
of a healthy shipping industry, they might be supplemented by direct Govern- 
ment aid. Had such aid been granted directly in the past rather than through 
indireet tax benefits, the objectives of merchant-marine policy might have beer 
accomplished more effectively, more economically, and more equitably 
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The Cuaimman. The committee will come to order, please. 

The committee is assembled to conduct hearings on Senate 241, 
which passed the Senate in the first session of this Congress. 

The Chair is very pleased to see present with us this morning 
Congressman Wigglesworth, of Massachusetts. It is an unexpected 
pleasure to have him here because the Chair was given to under- 
stand that he would have to be elsewhere in the pursuit of official 
business today. The Chair would be pleased to hear from Mr. 
Wigglesworth, who appears here in connection with a group or a 
committee from the Quiney, Mass., shipyard, headed by Mr. George 
A. Daley, Jr., from whom we will hear later. 

Mr. Wigglesworth, do you care to make a statement at this time? 


STATEMENT OF HON. R. B. WIGGLESWORTH, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Wiceiesworrn. Mr. Chairman, I appreciate the opportunity 
of making a brief statement and of introducing a group of witnesses 
who are scheduled to be heard today, all of whom are neighbors and 
friends of mine in Massachusetts. 

| appreciate the opportunity particularly because T have the honor 
of representing one of the great shipbuilding centers of the country, 
which includes the Bethlehem Fore River Shipyard in Quincy, Mass., 
a vard which, as this committee knows, has made tremendous con- 
tributions to the Nation first in World War I, and again in World 
War il and which, incidentally, is one of three vards in the country, I 
helieve, which is equipped to handle the largest type of naval 
construction, 

During World War IL when there were in effect two plants in 
operation, we had some 55,000 workers, and we made a record which, 
in mV Opinion, was second to none both in the number of ships 
produced and in terms of speed of construction, 

Now, the group which is here ae represents the Quincy Com- 
mittee for the Advancement of the United States Merchant Marine. 
It is composed of representatives from labor, representatives from 
industry, representatives from civic and patriotic organizations and 
representatives from municipal government, including the city of 
Quincey and surrounding towns, 

There are six representatives from that committee here today. Mr. 
George Daley. who is chairman of the committee, will speak for the 
group and the others, T understand, are prepared to answer any 
~—s of a technical character if they are propounded, and I take 

. Mr. Chairman, that it is in order, if they so desire, to file state- 
ments with the committee for inclusion in the record / 

The Coamman. The committee will be glad to have any such 
statements. 

Mr. Wiceitesworti. Thank you. 

Mr. Chairman, this legislation, 1 am sure we all agree has several 
broad objectives which we all endorse. 

In the first place, there is the objective of a merchant marine ade- 
quate in terms of our foreign commerce, 

Every maritime nation today must have an adequate merchant 
marine. With our position in the world today and our far-flung con- 
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tacts an adequate merchant marine in those terms is more important 
tomy mind today than ever before. 

Sec ondly, there is the broad objective of a merchant marine that is 
adequate in terms of our national defense. L believe some 80 percent 
of the military supphes for Korea have been carried in) American 
merchant marine bottoms. Obviously. slow or obsolete vessels are not 
adequate under present-day conditions with the modern submarine. 
Our whole mobilization plan it seeliis TO me Cah be said to be based 
upon having adequate reserve facilities, in which may be included 
the merchant marine to which we can turn immediately in case of a 
slow-down., 

Then there is the third broad objective of proy ding essential em- 
ployment for our skilled staffs of construction workers at our essential 
vards. Those staffs, as the committee knows, have proved to be a 
tremendous asset to the country in the past in time of war, and to 
allow them to break up under present conditions could prove abso 
lutely disastrous. 

I think when we have in mind the fact that we put about $214 billion 
into merchant construction in World War I. and I am told that the 
figure ran as high as S17 billion in World War Tf. 1 it emphasizes the 
folly of not pros iding for adequi ite con struction in slic hi atime as we 
are passing through now, 

I want to record myself, Mr. Chairman, as squarely behind these 
broad objec ‘tives, objective s whic hy | thin k hi: ave bee n endorse «| by ship- 
builders, ship operators, and ship workers pretty much throughout 
the country, including those in the community in which [ reside. 

The record indicates that our merehant fleet is not adequate, either 
in terms of foreign commerce or in terms of national defense. 

Specific deficiencies have been emphasized by the Secretary of the 
Navy. by the head of the Maritime Board, and by the President’s 
Speck al Committee. 

We have spec ihe defi iencles in terms of I rol) speed passenger ships. 
I think we have only about 50 percent in number of passenger ships 
today Hs compared WV ith iliies that v » had on hand in LO40, 

We have specific deficiencies in terms of high-speed tankers, and in 
terms of high-speed dry-cargo vessels. It was, of course, to meet the 
latter deficiency that Congress passed legislation authorizing the mar 
iner type of construction which, incidentally, is being financed on a 
100-percent (rovernment cost basis under prese nt condit ions. us com- 
pared with a maximum of 50 percent if it were under a subsidy police, ¥. 

We not only have specific deficiencies, but we are confronted by the 
fact that the overwhelming percentage of our mere hant marine was 
constructed during World War IT, so that in terms of obsolescence we 
face the possibility of a very large percentage of those ships all be- 
coming obsolete at the same time. 

I believe the figure for the carriage of dry cargo in American bot- 
toms today is about 41 percent. 

There is one other aspect of the picture that IT want to stress, and 
is reflected in the statistics of our own production as compared with 
those of world production. If we look at those figures and look into 
the future a little I think they present a pretty bleak picture in terms 
of construction. 

The Senate report, as your committee has no doubt noted, indicates 
that the world total number of merchant vessel construction for pri- 
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vate account as of January 1 a year ago was 935 vessels, and that of 
that number there were under construction in the United States only 7. 
Incidentally of the total number about 745 are being constructed in 
Marshall plan countries which we may be indirectly subsidizing. 

If we look at the passenger vessels under construction today I un- 
derstand that the world total is 101, and that the total in this country 
is 1. 

If we look at the dry-cargo vessel construction I am told that the 
world figure today is 740, and that the figure for the United States 
is zero. 

In the Quincy yard for which I speak particularly, while we have 
a little Navy work still to be completed, looking ahead there is prac- 
tically nothing in sight for construction except a few tankers. All 
construction in sight is expected to be completed by October 1953. 

I suspect that same situation prevails in other vards in this country. 

Mr. Totierson. What was that figure, please / 

Mr. Wiceiesworru. T understand that 2.8 percent of the world 
construction is under way in this country, and I think it is important 
to keep in mind that even if this legislation is placed on the books, as a 
matter of experience there is inevitably a period of 18 months or so 
between the time of letting a contract and the time of laying a keel. 

Mr. Chairman, it seems to me that the maintenance of a reasonable 
program of construction in our essential yards is the only possible 
guaranty of the maintenance of the skills that we know are absolutely 
essential to us in the event of a show-down. It seems to me that it is 
vital that our merchant fleet be kept modernized and that it be not 
allowed to become obsolete . 

I am not going to attempt to go into any detail this morning. I 
assume that it would be in order to file a further statement subse- 
quently if it seems desirable to do so. 

The bill before you, as I see it, follows the lines of previous legisla- 
tion with which we are all familiar. It aims at an orderly replace- 
ment program under a clearly defined Government policy with a 
view to the encouragement of private capital and private industry 
to embark on essential ship construction. To the extent that it is 
successful it lessens the need for 100-percent Government construction. 

If I remember correctly a similar bill was reported favorably, and 
I think unanimously by this committee during the Eighty-first Con- 
gress. I understand that the Senate bill which is now under con- 
sideration embodies certain amendments designed to meet in part, 
at least, objections which have been proposed to the legislation. 

The proposed bill, as I solinneall it, is enabling legislation, and 
enabling legislation only. In other words, when enacted the Con- 
gress still reserves unto itself full control over the extent of the pro- 
gram and the extent of expenditure in any given year, or any given 
period of years. 

Some legislation seems to me to be imperative. I can only re- 
peat the hope that I expressed before the Senate Committee on Mer- 
chant Marine and Fisheries a year or so ago that this bill will receive 
the consideration that it deserves, and that after that consideration 
the committee will find itself in a position to report the legislation 
to the House with such amendments if any as may be required to accom- 
plish the broad objectives that I am sure we all have at heart. 
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Now, Mr. Chairman, I just want to introduce to this committee 
the members of the Quincy Committee for the Advancement of the 
om States Merchant Marine. 

Taking them more or less in alphabetical order, there is Mr. Cecil 
Bryar, who is president of local 151 of the American Federation of 
Technical Engineers. 

There is also Mr. John Burns, vice president of local 5, CIO Ship- 
builders’ Union. 

Then there is Mr. Irving Coughlin, representing the Fore River 
Shipyard Graduate Apprentice Association, and, incidentally, presi- 
dent of the Ward 2 Civic Association of Quincy. 

Then there is Mr. Alexander Johnstone, past president of the 
Fore River Shipyard Long Service Club, which includes in its mem- 
bership a number of members who have given more than 40 years of 
their lives to service in the yard, and one member I believe who has 
given, as I recall it, 46 years. 

Then there is Mr. Angus MacDonnell, secretary of this committee, 
who is also Secretary of the Quincy American Federation of Labor 
Ship Designers’ Union. 

And last but not least there is Mr. George A. Daley, Jr., who is 
chairman of the committee, a prominent businessman in the com- 
munity, and president of the Quincy Chamber of Commerce, repre- 
senting 900 business firms. 

Mr. ‘Daley is prepared to speak for his committee at this time. 

The Cuamman. The committee has been very much pleased te 
hear from Mr. Wigglesworth, and we will be pleased to hear, in due 
time, from the spokesman of the gentlemen he has introduced. 

In the meantime the Chair would like to make the statement that 
Mr. McCormack, the majority leader of the House, telephoned from 
Massachusetts expressing his great interest in this matter. 

Off the record. 

(Discussion off the record.) 

The Cuatrman. Will Mr. Daley please take the witness chair? 

Mr. Datery. Yes, sir. 


STATEMENT OF GEORGE A. DALEY, JR., CHAIRMAN, QUINCY COM- 
MITTEE FOR THE ADVANCEMENT OF THE UNITED STATES 
MERCHANT MARINE, QUINCY, MASS. 


The Cuatrman. Will you please state your name and your affilia- 
tion, Mr. Daley? 

Mr. Daury. My name is George A. Daley, Jr. Iam chairman of the 
Quiney Committee for the Adv ancement of the United States Mer- 
chant Marine. This committee was formed several years ago at the 
request of a former mayor of our city and in recognition of our 
community interest in the problems of our national maritime industry 
in general and the shipbuilding industry in particular. 

This committee is, I believe, unique in the United States, and I 
might add that while its activities are directed toward the preservation 
of our shipbuilding industry, it is completely independent of the in- 
dustry itself. Its basic objective, which is to achieve stability for our 
city’s largest single industry, is one in which all elements of our 
popul: ition have a dee *p interest. 

The membership of this committee is composed of representatives 
of our city government and of neighboring towns; the Quincy Vet- 
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erans’ Council representing all veterans’ organizations: Quincy Local 
5 of the Industrial Union of Marine and Shipbuilding Workers of 
America (CLO); Quincy Locals 7 and 151 of the American Federa- 
tion of Technical Engineers (AFL): the Fore River Shipyard Long 
Service Club; the Massachusetts State Employment Service; the 
Fore Fiver Shipyard Graduate Apprentice Association; the Quincey 
Chamber of Commerce, and the Fore River Shipyard Leadingmen 
and Quartermen’s Association. Thus the committee represents local 
and State government, local business, shipyard workers, and other 
labor groups. 

Although this committee bears the name of Quincy and is primarily 
concerned with construction, conversion, and repair of ships in the 
Quincy yard of the Bethlehem Steel Co., it being the city’s largest 
single employer, records of employment show that of the 7,507 em- 
ployees of the vard on April 9, 1952, only 2,876, or 58 percent, lived in 
Quincy. Of the total of 7,507 employees, 6,100 lived within a radius 
of 10 miles. The remainder lived within a radius of 50 miles. There 
were 60 eniployees who lived 50 miles away. 

In February 1950, we had the privilege of appearing before a sub- 
committee of the Committee on Interstate and Foreign Commerce 
of the United States Senate in support of S. 2786, which was also titled 
“A Long-Range Merchant-Marine Bill.” At that time the shipbuild- 
ing industry in our city, and in the Nation at large, was faced with 
one of the greatest depressions in its history and we were, in fact, beg- 
ging for congressional action to stave off the economic paralysis of an 
industry which is vital to us and to the national defense. Since then 
the condition has changed. We are once aagin ina wave of temporary 
activity and it would be easy for the organizations we represent, and 
for the individuals in these organizations, to think that everything is 
well with this industry because we now have improved employment. 

I think it is indicative of the sincerity with which we approach this 
problem that despite our temporary activity we are once again appear- 
ing before a committee of the Congress, this time in support of S. 241 
which, although it varies in minor details from the bill which we sup- 
ported before the Senate, still preserves the principal objectives which 
we support. We are not blinded to the long-range problems by the 
temporary situation in which we now find ourselves. On the contrary, 
our present activity only proves what we have said so often, that this 
industry is plagued by peaks and valleys and that-the industry and 
the Nation will benefit when the Congress of the United States adopts 
a long-range policy which will encourage private shipbuilding and 
provide for the building up, and replacement of, our merchant fleet. 

We recognize that this industry will always be called upon to ex- 
pand in time of war and we do not hope in peacetime to approach the 
peaks of employment and production that are necessary for total de- 
fense, but we do most sincerely believe that it is good business for the 
United States to engage in an orderly build-up of the merchant fleet. 
Such a program has numerous advantages. 

It would provide an essential nucleus of skilled ship workers and 
shipyard facilities as a basis for expansion to meet any emergency. 
It would give the American maritime industry a modern, efficient fleet 
capable of meeting foreign competition. It would guarantee the 
development of our foreign trade. The maritime industry is essential 
to the national security and to the national welfare. Its efficiency and 
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its prosperity affect every citizen of the United States whether we 

realize it or not. Those of us who are close to shipbuilding are not 
thing for something which is of advantage to us alone. While it may 
be of more immediate benefit to us, we feel that it benefits every citi- 
zen of every State. 

I will not attempt to discuss in detail the particular features of this 
bill since these have been adequately covered by other witnesses, but 
we wish to goon record before this committee and before the Congress 
as being in favor of the objectives of this legislation and hope that the 
gentlemen of this committee will see in it, as we do, a basic pattern of 
legislation which over the years will render greater stability to the 
shipping and shipbuilding industries to the benefit of our national 
prosperity and our national defense. 

Some of this committee’s members know from long experience that 
benefits can come to the marine industry through national legislation, 
Back in 1928 the Congress adopted the Jones-White law covering 
certain phases of the industry, and a revival in shipbuilding followed 
in which we shared. Similarly in 1936 the present United States 
merchant marine law was adopted by the Congress and a second 
revival of activity resulted and was shared by us. We believe that the 
past 16 years of experience has disclosed need of stabilizing Improve- 
ments in the $936 law, and chat the present pending legislation as 
contained in S. 241 would supply the necessary improvements should 
adoption be voted by the Congress. 

In addition to being chairman of the Quiney, Mass., committee 
afore-mentioned, T am also president of the Quincy Chamber of 
Commerce, representing 650 members, and am in the automobile busi- 
ness in the city of Quincy. 

With me here today are John Burns, treasurer, Quincy Local 
CIO, Shipbuilders’ Union, representing 6.200 members: Cecil Bryar, 
president, Quincy Local 151, American Federation of ‘Technical En- 
gineers (AFL), of 435 members; Alexander Johnstone, of the Fore 
River Long Service Club, of 925 members; Irving Coughlin, of the 
Fore River Graduate Apprentice Association, of 955 members; and 
Angus MacDonnell, our committee secretary and also secretary of 
Quincy Local 7, AFTE (AFL), of 35 members. 

Appended to my written statement is a copy of a resolution in 
support of this bill, Senate 241, adopted by the Massachusetts House 
of Representatives, which 1 respectfully request be made a part of the 
record of this hearing. 

(The matter referred to is as follows:) 


<< 


THE COMMONWEALTH OF MASSACHUSETTS, 
OFFICE OF THE SECRETARY, 
Ntate i OUST, Boston ht 
RESOLUTIONS MEMORIALIZING THE CONGRESS OF THE UNITED STATES TO PASS LEGIS- 
LATION PROVIDING FOR A SHIPBUILDING PROGRAM 


Whereas there is pending before the Congress of the United States a bill, Senate 
No, 241, known as the long-range shipbuilding bill; and 

Whereas the purpose of said bill is to provide for a long-range shipbuilding 
program; and 

Whereas shipbuilding is a vital industry and of importance to this Common 
wealth: Therefore be it 

Resolved, That the house of representatives respectfully urges the Congress 
to enact, and the President of the United States to sign, as soon as possible, the 
bill hereinabove mentioned ; and be it further 
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Resolved, That copies of these resolutions be sent forthwith by the secretary 
of the Commonwealth to the President of the United States, to the presiding} 
officer of each branch of Congress and to the Members thereof from this Common- 
wealth. 

House of representatives, September 27, 1951. 


Adopted. 
LAWRENCE R. Grove, Clerk. 


A true copy. 

Attest: 

[SEAL] Epwarp J. Cronin, 

Secretary of the Commonwealth, 

Mr. Datey. We appreciate the ane of appearing before 
you to urge that your committee take favorable action on S. 241, 

Thank you very much, Mr. Chairman and gentlemen of the com- 
mittee. 

The CuHatrMan. Are there any questions, gentlemen ? 

Very well; thank you, Mr. Daley. 

Now, Mr. Donald Mac leay, please. 

Mr. Macteay. Yes, sir. 


STATEMENT OF DONALD MACLEAY, ATTORNEY, REPRESENTING 
THE MISSISSIPPI SHIPPING CO. (NEW ORLEANS) WASHINGTON, 
D. C. OFFICE 


The Cuatmman. Will you please state your name and your affilia- 
tion, Mr. Macleay ¢ 

Mr. Macueay. Mr. Chairman and gentlemen of the committee, my 
name is Donald Macleay. I appear as attorney for Mississippi Ship- 
ping Co. Inc., in support of the objectives of S. 241, as now under 
consideration by this committee. Mr. Theodore Brent, president of the 
company, had hoped to be able to appear personally before you to 
explain the importance of this legislation from the point of view of 
that subsidized operator, but unfortunately he is in Europe and unable 
to be present. 

Mississippi Shipping Co. operates as Delta Line, between United 
States Gulf ports and the east coast of South America, and the West 
Coast of Africa, under an operating differential subsidy contract 
originally entered into shortly after enactment of the 1936 act. 

This committee has heard thousands of words of testimony in re- 
spect to this legislation, and it is not my intention to cover its various 
provisions in any detail. In general, Mississippi Hn pens Co. en- 
dorses the testimony of Mr. Frazer Bailey, on behalf of the National 
Federation of American Shipping, from whom you will hear later 
this morning, and supports all of the provisions of the bill as passed 
by the Senate. Several of those provisions are of no direct interest 
to the company, but we feel that their enactment is of considerable 
importance to the American merchant Marine, and therefore to the 
Nation. 

In particular, however, I desire to point out the great importance of 
two provisions of the bill to Mississippi Shipping Co., and to other 
lines similarly situated. 

On its South American run the company operates three combination 
freight and passenger vessels. These are comparatively new (de- 
livered in 1946 and 1947), completely modern, and among the finest 
vessels of their sort afloat. When the report of its trade routes com- 
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mittee was adopted by the Maritime Commission, however, it stipu- 
lated that proper service on that route required four combination 
vessels, and consequently the company agreed in its operating con- 
tract that when required by the Maritime Board, as successor to the 
Commission, it shall enter inte a contract for the acquisition of such a 
vessel. ‘The company agrees that it is highly desirable to construct 
such a vessel. It is required to round out its schedules—now provid- 
ing a sailing every two weeks, with a gap every couple of months. In 
preparation for such acquisition there is earmarked in the capital 
reserve fund of the company $1,000,000 as a partial down payment, 
and the company has expended some $200,000 for plans. It fully 
expects to proceed as soon as the Maritime Board is prepared to do so. 

lowever, present-day building costs are far beyond anything con- 
templated a few years ago. The present estimate for construction 
of the vessel which the company has had designed is about $16,000,000. 
That even after the application of a construction differential subsidy, 
is a stupendous amount for a company with a present net worth of 
less than $21,000,000. 

If the company, at the request of the Government, is prepared 
to risk its down payment, and whatever other payments may be 
made, in order to provide a vessel of the type so desperately needed 
to properly balance the American merchant fleet, and provide naval 
auxiliaries in time of war, it seems only reasonable that, should con- 
ditions in the trade not support its operation, the company should be 
able to turn it back, and take its loss, without placing in jeopardy a 
tremendous proportion of its total assets. Sections 5 and 6 of S. 
241 provide for nonrecourse loans on vessels of this type, which would 
accomplish that end. 

The other provision of particular importance to the company is 
contained in section 7 of S. 241. relating to the trade-in of obsolete 
vessels. The present fleet of the company was acquired during and 
immediately after the war, to replace the vessels which were requisi- 
tioned by the Government for war purposes. Three of its freight 
ships were built in 1942, one in 1943, and seven in 1944. In a few years 
they will become obsolete—practically all at once. It is an outstand- 
ing example of “block obsolescence.” The reduction of the eligible 
age for trade-in from 17 to 12 years will permit the company to enter 
upon an orderly program of replacement, spread over a period of 
several years. 

We sincerely hope that this measure may be enacted at this session 
of Congress, in order that the industry in general and Mississippi 
Shipping Co. in particular may properly plan for the future, and 
that the American merchant marine may be developed and expanded 
as required by our foreign trade and our national defense. 

Thank you, Mr. Chairman and gentlemen of the committee. 

The Cuamman. Are there any questions, gentlemen ? 

Mr. Auten. Mr. Chairman. 

The Cuamman. Mr. Allen, 

Mr. Auten. Mr. Macleay, would you be of the opinion that if S. 
241 were enacted into law the Mississippi Shipping Co. would actually 
proceed to the construction of this fourth vessel ? 

Mr. Macieay. That is a matter that is partially dependent upon 
the desires of the Federal Maritime Board. Our contract requires 
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that we do proceed with the construction of such a vessel when the 
Maritime Board is prepared to go forward and so advises us. 

Mr. Auten. I take it, then, that if the Maritime Board so advised 
vou that vou would proceed ¢ 

Mr. Macieay. Our contract so provides. 

Mr, Auien. Is the company able to do that with the increased cost 
of shipbuilding? 

Mr. Macreay. As I mentioned, Congressman, the company has 
$1,000,000 which is earmarked in its capital reserve fund as a partial 
down payment, and there are other capital reserve funds which would 
permit it to proceed with the construction of the vessel, dependent 
somewhat on the amount of the cost which would be borne by the 
Federal Government as the result of the construction-differential 
subsidies and the national-defense contribution. 

Mr. Auten. Would the financing of the construction, as far as the 
company is concerned, be made easier by this nonrecourse provision 4 

Mr. Macueay. I do not know, Congressman, that the nonrecourse 
provision would have any direct effect upon the financing of the vessel. 
A large part of the financing under title V of the 1936 act is provided 
for by the Federal Maritime Board, which holds the notes of the com- 
pany ina very large amount over the period of the life of the vessel. 

Mr. Auten. That is all. 

Mr. Sneciry. Mr. Chairman. 

The Cuarrman. Mr. Shelley. 

Mr. Suevtiey. Mr. Macleay, would you say that it would be safe to 
assume that the company might be reluctant to initiate construction 
of this vessel under the present act in the light of the existing con- 
troversy on the construction differential subsidy ¢ 

Mr. Mactray. That is correct. It would have necessarily to be 
dependent upon what figure was arrived at as the proper construction- 
differential subsidy. 

The Cramman. Are there any further questions, gentlemen? 
Thank you very much, Mr. Macleay. 

Mr. Macieay. Thank you, sir. 

The Cnairman. Will Mr. Dale L. Coy come forward now ¢ 

Mr. Coy. Yes, sir, 


STATEMENT OF DALE L. COY, LAKE CARRIERS’ ASSOCIATION, 
CLEVELAND, OHIO 


The Cuamman. Will you please state your name and your af- 
filiation, Mr. Coy ¢ 

Mr. Coy. Mr. Chairman and members of the committee, my name 
is Dale L. Coy. Tama partner of Hutchinson & Co., Cleveland, Ohio, 
which manages 34 vessels owned by three separate companies. <All 
of these vessels engage in the transportation of iron ore and other 
bulk commodities between ports on the Great Lakes. IT appear in this 
matter on behalf of Lake Carriers’ Association. The three companies 
managed by Hutchinson & Co. are members of that association, and 
I ama member of its board of directors. 

Lake Carriers’ Association’s interest in S. 241 is limited to the 
proposed amendments to section 511 of the Merchant Marine Act 1936, 


providing for the deposit of earnings from vessels documented under 


the laws of the United States before payment of Federal normal 
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income tax and surtax and the use of such funds for new construction 
and reconstruction or reconditioning of existing Great Lakes vessels. 
Those amendments occur in sections 9 to 16 of the bill. 

With the large expansion in steel capacity, made since the end of 
World War II and particularly since the outbreak of hostilities in 
Korea, the volume of Lake Superior iron ore and other bulk commodi- 
ties has vastly increased and has been in excess of the carrying capacity 
of the Great Lakes fleet as it existed at the close of World War IL. The 
growth in Great Lakes traffic during this postwar period is shown by 
the total movements for the vear 1946, when it was about 178,000,000 
tons; 1948, when it was 217,000,000 tons: and 1951, when it aggregated 
225 QOO000 tons. 

Because of high construction costs, Great Lakes vessel owners were 
generally reluctant to engage in new construction. Those costs have 
increased from about S104 per gross-ton carrying capacity in 1938 to 
about $325 per ton at the present time, or about a threefold increase. 
One new vessel was completed in 1950 and about that time, following 
the outbreak of hostilities in Korea, several vessel companies placed 
contracts for the construction of new vessels. All told. there are now 
16 new vessels for which construction contracts have been made by 
11 different vessel companies. Each of these new vessels will have a 
single-cargo-carrying capacity of about 18,500 gross tons; and, while 
the cost is a matter of private contract, it is the general view in the in- 
dustry that each vessel may cost upward of 36,000,000, Furthermore, 
four ocean war-built vessels have already been converted and moved 
to the Great Lakes, where they are engaged in the transportation of 
iron ore and other bulk commodities. 

My information is that two more ocean vessels are now in the process 
of conversion for Great Lakes use. I do not have reliable information 
of the conversion cost, but I believe it is safe to assume that the cost of 
converting these vessels to Great Lakes bulk-cargo use and moving 
them to the Great Lakes runs in the neighborhood of $3,000,000 each. 

For at least a decade there has been under way among Great Lakes 
vessel operators a vigorous program of reconstruction and moderniza- 
tion of existing vessels. For the most part, this program involves re- 
powering and reconstruction of the hatch and other cargo facilities of 
existing vessels, with resultant higher speeds and increased single- 

cargo-carrying capacity. As of the opening of navigation this season, 

some 32 vessels had been so reconstructed at a cost per vessel of approx- 
imately $1,000,000, which, in many instances, runs at least three times 
the original construction cost of the vessel when built 30 or 40 years 
ugo. The Pioneer Steamship Co., which is managed by my firm, has 
so modernized two of its vessels and is having one new vessel built. 

The foregoing facts indicate somewhat the magnitude of the cost 
to the Great Lakes vessel industry of the present program for new 
construction and reconstruction of existing vessels. That program 
has been undertaken by individual vessel companies without any 
assistance from the Federal Government and in direct response to the 
unprecedented demand for vessel capacity in the movement of iron ore 
and other commodities for the national defense. The duration of this 
increased demand for vessel capacity is, of course, most uncertain, 

The Great Lakes vessel industry has always had its peaks and 
depths. For instance, total Great Lakes traflic dropped from 156,000,- 
000 tons in 1929 to 52,000,000 tons in 1982. During the entire decade 
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of the thirties, vessel capacity was considerably in excess of the 
volume of commodities moved. The prospect of depressions and re- 
cessions is sobering to those companies which have undertaken these 
huge capital expenditures. 

Certificates of necessity, I am informed, have been issued under the 
provisions of section 124A of the Internal Revenue Code, permitting 
amortization over a 5-year period of a substantial percentage, varying 
from 70 to 80 percent of the cost of the new vessels and of the moderni- 
zation of existing vessels which are being or have been constructed 
or reconstructed since Korea. As a practical matter, however, the 
amortization privilege is available only so long as the amount of 
annual amortization is earned. If that amount is not earned, there 
is no benefit from rapid amortization. Of the 16 new vessels, none 
is yet completed, and the expectation is that only about 8 or 10 will 
be completed and placed in operation this year. The prospect is not 
good for any appreciable amortization to any company on new con- 
struction this year. Should there be a recession next year in the 
Great Lakes bulk-commodity movement, there might be little or no 
benefit to a particular company from the privilege of rapid amorti- 
zation. 

The provisions of S. 241 to which I have referred could in that 
situation be advantageous to the Great Lakes vessel industry. Vessel 
companies could, if they chose and if the Maritime Administration 
permitted, apply the equivalent of their normal tax and surtax for 
the purpose of payment of the costs of new construction and recon- 
struction. The amount of such normal and surtax, it is true, would 
be small in relation to the aggregate cost to any vessel company of a 
new vessel or a reconstructed vessel, but the company could at least 
use the amount of such tax in reduction of such expenditures. 

Beyond the immediate concern of those vessel companies which 

have made huge commitments and outlays for new construction and 
modernization is the long-range need for the setting aside of funds 
for such permanent capital improvements. The three companies 
managed by my firm shia modernization of at least eight vessels 
within the next 2 years. My information is that what these com- 
vanies have in mind is fairly representative of that of all Great 
Piake vessel companies. Of course, completion of this program is 
dependent upon the availability of funds, business conditions, and 
other factors. Ordinary depreciation of vessels, which is based on 
construction costs equal only to a small fraction of actual replace- 
ment costs and on depreciable lives ranging from 40 to 60 years, is 
wholly inadequate to permit any vessel company to make provision 
for future programing. The amendments proposed by this bill to 
section 511 would partially meet the need and tend to correct un- 
realistic theories of depreciation. 

Use of construction reserve funds for the reconstruction and recon- 
ditioning, which I prefer to characterize as modernization, of existing 
Great Lakes vessels is sound. ‘The vessels, which are being so medern- 
ized, all have large carrying capacity, their hulls are good and, when 
they are modernized by repowering and reconstruction of cargo facili- 
ties, they serve all the purposes of new construction, 

For the foregoing reasons, Lake Carriers’ Association urges prompt 
enactment of S, 241. 

The Cramman, Are there any questions, gentlemen ? 
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Mr. Bennett. I have a few questions, Mr. Chairman. 

The Cuairman. Mr. Bennett. 

Mr. Bennett. If this bill had been enacted 2 years ago, how much 
money would you have received under the tax provisions of this bill 
during this current year ? 

Mr. Coy. That is, during 1951? 

Mr. Bennert. Yes. 

Mr. Coy. We have three separate companies. I can answer fairly 
accurately for two of them. I would say that either one of them 
would run in excess of $1,000,000 per year. 

Mr. Bennerr. What would you have expected to have applied this 
$1,000,000 to if you had received it ? 

Mr. Coy. To new construction or to the modernization of existing 
vessels, 

Mr. Benner. Under this proposed legislation, would it be required 
that you apply that amount to a certain activity, or is it open for dis- 
tribution to dividends and other things ? 

Mr. Coy. Pardon me? 

Mr. Bennerr. If your company had received $1,000,000 during the 
current year as a result of the tax benefits provided in this legislation, 
does this legislation require that $1,000,000 be expended in some par- 
ticular field of activity / 

Mr. Coy. If we had retained money, as I understand the legislation, 
we would have had to receive permission from the Maritime Admin- 
istration to withhold those tax funds and use them for new construc- 
tion or for the reconstruction of present vessels. 

Mr. Bennett. Are all tax benefits coming under this legislation to 
be utilized for the reconstruction of existing vessels or for building 
new vessels ? 

Mr. Coy. That is my understanding; ves, sir. 

Mr. Bennerr. Do you know what section that is in / 

Mr. Coy. Section 511, I think. 

Mr. Bennerr. Maybe somebody else later on in the testimony can 
give that tous. Maybe the next witness who knows something about 
the tax provisions can answer that. 

I would like to ask another question, and that goes right to the thing 
that disturbs me most about this legislation, and that is why it is that 
amore direct type of subsidy would not be more beneficial for the gen- 
eral public, such as a ton-mile subsidy or something of that kind that 
is more readily understandable by the general public than a tax credit? 

Mr. Coy. My only answer to that from the Great Lakes standpoint 
is that we have never received, or never have asked for any subsidies, 
and this is not a subsidy. In my opinion it is only withholding tax 
or funds until such time as the vessel is constructed or reconstructed, 
at which time the Government begins to receive it back during the 
taxable year because the amount that has been withheld is nondeduc- 
tible for depreciation for tax purposes. It assists in financing the 
vessel, and that is all that it does do. 

Mr. Bennett. In your opinion this is not a subsidy, then ? 

Mr. Coy. No, sir, I would not say that it is because the Government 
immediately starts getting it back, as soon as the vessel is constructed 
or reconstructed. They vet it back over the years whether it costs 
the company more or less depending on the tax rates at the time. 
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Mr. Bennerr. As T understand it, then, your earnings under this 
legislation would be taxed just like any other concern in the United 
States whether it was a shipping concern or not, but you would be 
allowed to set aside some of the tax which vou would have to normally 
pay to the Treasury, and you can spend that for the construction of 
vessels or the reconstruction of vessels, and when you do spend that for 
the construction of vessels the profits made out of those vesesls are 
to be then applied to the tax which you had not paid? Is that the 
situation or not ¢ 

Mr. Coy. Well, the profits from the vessel when she starts operating 
are taxable for all taxes, normal taxes, surtaxes, and excess profits 
taxes providing those profits are not then withheld and applied against 
the cost of vessels under construction or reconstruction. As an exam- 
ple, if we built this new vessel for this one company, say it costs 
86,000,000, if we had withheld during 1951 81,000,000 of normal or 
surtaxes Co apply against the cost of construction of that vessel, when 
that vessel goes into operation we would be permitted to depreciate 
on 85,000,000, not 36,000,000 immediately for a depreciation base 
and that reduces the cost of the vessel by $1,000,000 which we had with- 
held as tax funds and apphed against the cost of the vessel. 

Mr. Benner. T have no further questions, Mr. Chairman. 

The Ciuamman. Are there any further questions, gentlemen / 

Mr. Auten. Mr. Chairman. 

The Cuamman. Mr. Allen. 

Mr. Auten. Mr. Coy, can vou tell us whether or not there are com- 
panies out on the Great Lakes which would build or reconstruct or 
reconvert ships if S. 241 were enacted into law, but which would not 
do so under the present law ¢ 

Mr. Coy. IT would say that is quite Lag sagoreo I can answer that 
this way for one of my own companies in particular. Our funds 
are running rather low. To build this new sate we have already bor- 
rowed from the banks $4,500,000, At the time we started the construc- 
tion of the ship a year or so ago Wwe felt that the 84.500.000 would cover 
the cost of the construction of the new vessel. In my opinion the cost 
of the new vessel will run closer to 86,000,000, We either lave to bor- 
row some more money on open account, or if this bill were put through 
and we could retain from normal and surtaxes $1,000,000, then we 
would not have to borrow that money. 

Mr. Auten. Is the money available to your company or to other 
companies similarly situated on open accounts / 

Mr. Coy. I would not say to all companies, no. 

Mr. Auten. Thank you. 

The Cuamman. Are there any further questions 

Mr. Touterson. Yes, | have a question, Mr. Chairman. 

The Cuairman. Mr, Tollefson. 

Mr. Touierson. Mr. Coy, you said that your company had never 
applied for a ship subsidy in any form. That same thing holds true, I 
take it, of all other lake carriers? 

Mr. Coy. To my knowledge there have never been any subsidies for 
any Great Lakes vessels, no sir. 

Mr. Touiterson. Under the law would they be entitled to them ? 

Mr. Coy. To subsidies ? 

Mr. Touierson. Yes. 
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Mr. Coy. It is my understanding that Great Lakes companies are 
not entitled to subsidies. 

Mr. Toutiterson. That is right. The point I wanted to make was that 
this proposed legislation would broaden the present subsidy legislation 
which has been in force heretofore. which did not cover Great Lakes 
carriers. It makes your company and other lake companies eligible 
for tax benefits which we usually call subsidies. 

Mr. Coy. That is right. if vou want to go that far, if you call them 
subsidies. 

Mr. ‘Touurrson. I gathered from what you have said to Mr. Allen 
that there is every possibility that some companies on the Great Lakes 
will take advantage of the benefits that would be made available to 
them by the legislation pending before us ¢ 

Mr. Coy. IT would think they would. 

Mr. Totierson. And your company would 4 

Mr. Coy. T would Say that it is very possible that we would take 
advantage of it. 

Mr. Totterson. That is all. 

The Cramaan. Are there a3 further questions ¢ 

Mr. Srevy-Brown. Yes. Mr. Chairman. 

The Cuamman. Mr. Seely-Brown. 

Mr. Seevy-Brown. Based on what you bh: ve developed here regard 
ing normal income tax and surtax as it applies to the shipping indus 
try, do you think that same principle could be applied to any business / 
Do you think that is a fair en iple to apply to any business if it is 
going to use that money which it withholds for the rebuilding or 1 
conditioning of its existing hei whether it be the shipping Industry 


or some textile mill 4 

Mr. Coy. That is a puzzle. I would sav ves if there was need fo 
the construction of certain plants. Of course, we know that during the 
war the Government went out and constructed plants and then thes 
were turned over to private commpanles to Operate and later the com 
panies bought the plants at a very low price. It is also true that dun 
ing the war the Maritime Commission built a number of vessels on the 
Great Lakes that later private companies took over at the cost price 
and operated. In fact, we have two of those vessels in our fleet. Thos 
vessels did not cost the Government anything because we paid the 
actual cost price. 

The CHatrman. The instances vou refer to, however, were all emer 
gency measures, were they not, not long-range plans / 

Mr. Coy. Those were emergencies: yes, sir. 

Mr. Touierson. Mr. Chairman, I forgot to ask one question. 

The Cuairman. Mr. Tollefson. 

Mr. Touterson. Mr. Coy, for a number of years now this committee 
has handled legislation that did permit Canadian vessels to help i 
the carrying of ore on the Lakes. Do you think this bill which is 
pending before us would tend to alleviate that situation to the end 
that some day in the future we would not have to permit Canadian 
vessels to carry ore to ports on the Lakes / 

Mr. Coy. In my opinion it would help. Anything that would help 
in the financing of the Great Lakes companies would help in the carry- 
ing capacity either through the building of new ships. or the moderni- 
zation of older ships, because when you put in new boilers, new engines 
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or new-type hatches it increases the speed and it increases their car- 
rying capacity. 

Mr. Totierson. Has the financing problem been one of the reasons 
for the failure on the part of the Great Lakes carriers to have sufli- 
cient capacity ? 

Mr. Coy. Yes. I can cite you a very good example, from one of my 
own companies, as to what happened in 1951. We had an income for 
this particular company prior to taxes of $2,475,000. Our taxes were 
$1,645,000. That left $829,000. Of the $829,000 we paid $525,000 in 
dividends to the stockholders. We had $300,000 left. How far can 
$300,000 go toward modernization, even modernization of a vessel? In 
this past year we modernized cargo holds of two vessels that cost, I 
would say, close to a half million dollars. We put in new boilers and 
engines in another vessel, just being completed now, which is going to 
cost around $1 million. 

Mr. Totterson, So that your financial problems bear a direct rela- 
tionship to your ability ? 

Mr. Coy. Absolutely; yes, sir. 

Tr. Totterson. That is all, Mr. Chairman. 

The Cuamman. Any other questions? Thank you very much. 

Mr. Coy. Thank you. 

The Cuaiman. Mr. Bailey, you may proceed. 


STATEMENT OF FRAZER A. BAILEY, PRESIDENT, NATIONAL 
FEDERATION OF AMERICAN SHIPPING, INC. 


Mr. Bartey. Thank you, Mr. Chairman. 

My name is Frazer A. Bailey. I am president of the National 
Federation of American Shipping, Inc., an industry association 
representing a substantial majority of all deep-water American-flag 
shipping. 

We are appearing in support of long-range planning for American 
shipping as expressed in S. 241 before this committee. 

Before proceeding to a more detailed discussion of this bill, I would 
like to bring to the committee’s attention one of the more pressing 
reasons Why legislation of this character is essential at this time. A 
basic fundamental in any industry is its ability to perpetuate itself, 
to renew and modernize its equipment as it wears out or becomes 
obsolete in service. In shipping this means new and more modern 
ships to renew the existing fleet and to meet expanding conditions. 
In this respect our industry has an acute problem at this time. With 
the present high level of shipbuilding costs capital requirements for 
renewal of even the existing fleet is a problem of great magnitude, 
The accruing depreciation and the existing cash reserves will not 
finance more than one-third of such renewal. 

As the present fleet was built during or before World War IIT when 
shipbuilding costs were less than half of the present level, and further, 
a majority was acquired under the terms of the Ship Sales Act of 
1946 as war surplus, we are faced with a condition in which the average 
cost of the existing fleet is in the neighborhood of $100 per ton, whereas 
its reproduction, due to inflation and other expanding costs, will 
represent approximately $360 to $400 per ton. When you apply 
these figures to the existing privately owned American merchant 
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marine you have a spread between $1.350 billion and $5 billion. 
The average age of the present privately owned fleet is at the half- 
way mark of its life expectancy. Some units are older and, therefore, 
the necessity for replacement is greater. It is highly essential that 
an orderly replacement program be initiated without delay. There 
is also the need to place construction orders in American shipyards 
in a progressive program extending over a substantial period of years 
to sustain a reasonable workload in these shipyards and to obtain 
the vessels at the most economical and reasonable costs, 

How, then, how can we begin promptly such a long range planning 
program in an orderly and businesslike manner, and how can we finance 
the remainder of our capital requirements? Shipping shares are not 
attractive to investors due to their fluctuating cycles of earnings. 
In the last 6 years, while rails have advanced approximately 38 per 
cent and industrials approximately 33 percent by Dow-Jones averages, 
shipping shares have actually declined on the New York market, and 
this in a period of the heaviest movement of transoceanic cargo of 
which we have any record. 

The reason is not hard to find. Investors desire a regular and de- 
pendable income from their security investments. The record of ship- 
ping shares, with but few exceptions, has not met this investor re- 
quirement. With Jess than one-third of our capital requirements 
available from normal cash and depreciation sources, and with the 
sale of securities unavailable on an attractive basis, the only practical 
answer appears to be the retention of a substantial portion of ship- 
ping earnings when these are available. If the shareholders are will- 
ing to forego dividends, to reinforce the stability of their business, it 
seems the Government could afford temporarily to forego the imme- 
diately accrued income taxes on such portion of earnings as is retained 
in the business and promptly invested in new ships. In the bill now 
before the committee, there are provisions which we will later discuss 
which are designed for this purpose. The object is to permit the im- 
mediate availability of the full original earnings for capital invest- 
ment. The shareholder who foregoes his immediate dividends antici- 
pates the advantage of the perpetuation and stability of his business, 
and of additional earnings in future years from the units so acquired. 
He must necessarily conclude that the : arrangement will be of greater 
ultimate benefit and he is looking to the long-range rather than to the 
short-range profit. The Government likewise could and should take 
such a long-range view. 

In the Government’s case, the accruing tax is not lost but deferred— 
I want to emphasize that, Mr. Chairman, if I may, in view of the dis- 
cussion we have just had—and in addition, such new units as are put 
to work provide employment for shipyard plants and labor, for sea- 
going personnel and to the extent that profits are earned, additional 
taxes thereon. There is every reason to believe that on a strictly 
monetary basis the Government ultimately gains rather than loses, 
and all of this without considering such elements as modern shipping 
for the carriage of our commerce and the availability of such for na- 
tional defense. 

Without a continual renewal and modernization of our merchant 
fleet it is not clear how the mandate of. Congress, as set forth in the 
1936 act, can be accomplished. 
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Now, there are two other provisions of S. 241 which will aid in an 
orderly program for the renewal and possible expansion of our mer- 
chant fleet. I will refer to them briefly. 

The present law states that vessels may be traded in to the United 
States Government in part payment on a new vessel, but only after 
the vessel so traded in has reached an age of 17 years. As this com- 
mittee is aware, the majority of our existing fleet was acquired from 
vessels built during the war period. They have reached the halfway 
mark of their life expectancy of approximately 20 vears. If we are 
to wait until these vessels are 17 years old (3 years before they must 
be retired) then we will have upon our hands a very large number of 
vessels which must be replaced in a very short period of time. This 
we refer to in the industry as “block obsolescence.” 

Without changing the formula for valuation, the bill before you 
provides that such vessels may be traded in, at the discretion of the 
Government, when they are 12 or more years of age. This provision, 
if adopted, would permit the shipping industry to begin, within the 
next 2 years, an orderly program of replacing some of these vessels, 
and we can spread the program out over a very much longer period 
to the advantage of ourselves, the American shipbuilding industry, 
and the general economy. 

The bill before vou, S. 241, also provides for what we term “non- 
recourse loans” on large passenger steamships only. We will go into 
that question later on in our statement but we only wish to say here 
that its purpose is to encourage private investment in large passenger 
steamships which are needed to carry our tr: avelers and are the only 
units which are favorably adapted to conversion to troop transports. 
Other Government loans are confined, as we shall show, to the indi- 
vidual collateral and there appears every justification for extending 
the same principle here. 

The matter of long-range planning and enabling legislation has 
been before the industry and before the Congress for almost 4 vears 
During the Eightieth Congress, bills were reported by both the House 
and Senate committees and passed by the House. In the Eighty-first 
Congress, bills were reported by both the Senate and House commit- 
tees. Inthe Eighty-second Congress, the present Congress, the Senate 
committee has reported and the Senate has passed S. 241 now before 
you. Therefore, this legislation has been favorably reported by either 
the Senate or House committees on five different occasions. It has 
passed both the House and the Senate but in different sessions of the 
Congress. While the bills were not identical, they did cover very 
largely the same principles. Hearings have been held on 35 days, with 
72 witnesses, embracing 1,558 pages of testimony. 

As has been stated by Mr. Wigglesworth, S. 241 is, of course, basic 
or enabling legislation. No cost or expense is involved in any of its 
provisions unless and until specific appropriations therefor are ap- 
proved by the Congress. 

On account of your familiarity with this subject, if the committee 
pleases, we will not discuss each section of the bill and its technical 


language. Many of the sections are conforming in character due to 


amendments made in other sections. We shall, with your permission. 
confine ourselves to the principles which are involved in S. 241 ae 
passed by the Senate. We shall, of course, be pleased to answer an\ 
questions which may arise. 
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The original objective of this legislation, accentuated by the prob- 
lems which have since arisen, is the creation of fairer and more favor- 
wb'e economic conditions for our American merchant marine, within 
the framework ang under the principles of the Merchant Marine Act 
of 1936, to the end that the United States may possess a fleet of mer- 
chant ships commensurate with our importance as a maritime nation: 
with our obligations in international affairs: able to carry at least 
half of our own imports and exports: and to provide adequate mili- 
tarv and naval auxiliaries for our Armed Forces. 

What recently has occurred in Korea resulting in the transporta- 
tion in American-flag ships, operated by private enterprise com- 
panies, of approximately SO percent of the logistical support for our 
Armed Forces, speaks more for the essentiality of this industry than 
any testimony we Can present to vou. ba ) 

Now, Mr. Chairman, to the specific provisions of the bill. There 
are eight major principles involved in S. 241 as passed by the Senate. 

Sections 1, 2. and 4 of the bill extend the privilege of a construe- 
tion-differential subsidy to a new vessel to be used in the foreign com- 
merce of the United States to all vessels so employed, and under spe- 
cific qualification and requirements, but omitting the presently exist- 
ing requirement that such a new vessel shall operate— 
on a service, route, or Jine in the foreign commerce of the United States, de- 
termined to be essential— 
and so forth, and so forth. 

There still remains the requirement that the Commission shall de 
termine that: (¢) The plans and specifications call for a new vessel 
which will meet the requirements of foreign commerce and aid in 
the promotion and development thereof; (4) the vessel will be suit- 
able for use by the United States for national defense or military 
purposes; (¢) the applicant possesses the ability, experience, financial 
resources, and other qualifications, et cetera, et cetera: (7) the grant- 
ing of this aid is reasonably calculated to replace worn-out or obso- 
lete tonnage; and (¢) such aid will otherwise carry out effectively 
the purposes and policy of this act. The requirement also remains 
that the vessels so created must be registered under the United States 
flag for 20 years, and so long thereafter as any money thereon is 
owing to the United States. 

It appears to us that American-flag vessels in foreign service of 
the character just described should receive Government aid (in the 
form of a construction-differential subsidy) so that such vessels may 
be acquired upon a capital investment equal to that of the competing 
foreign ship, as now providde under title V of the Merchant Marine 
Act of 1936, presently limited to vessels operating exclusively over cer- 
tain fixed routes determined by the Maritime Administration. Such 
is the purpose of these sections of S. 241. 

This provision was included in legislation previously recommended 
by your committee (H. J. Res. 398 and H. J. Res. 413) and was passed 
by the House of Representatives of the Eightieth Congress on June 
14,1948. It was also included in H. R. 5346, favorably reported by 
this committee on October 11, 1949. It is included in S. 241 as passed 
by the Senate. 

It has been the contention of American operators in the foreign 
trade who do not have the benefit of operating-differential subsidy con- 
tracts, and therefore do not, or are not required to, operate over fixed 
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routes, that they should nevertheless be allowed to acquire ships for 
the foreign trade on as favorable terms as their foreign competitors, 
so long as they continue to operate in the foreign trade. 

As we have previously testified before your committee, we feel this 
isa fair suggestion and we support this provision. 

Now, as to nonrecourse loans on passenger ships. Sections 3 and 
6 of S. 241 provide that passenger ships of the size and characteristics 
described therein, may be covered by a first preferred mortgage to the 
United States to secure the payment of any sums due in respect to 
said vessel. Such mortgages, with the approval of the Commission, 
may provide that the sole recourse against the purchaser shall be 
limited to repossession of the vessel by the United States. The pur- 
chaser must, of course, have complied with all of the provisions of the 
mortgage (other than those relating to the payment of principal and 
interest when due) and the vessel must be (i) free and clear of all 
liens, except the mortgage, (ii) be “in class”, and (iii) inas good order 
and condition as when acquired. The character of vessel to which this 
provision is applicable—and only to such vessels—must (7) be not 
less than 10,000 gross tons, (0) be of design speed approved by the 
Maritime Commission but not less than 18 knots, (¢) have accommoda- 
tions for not less than 200 passengers, and (/) be approved by the 
Secretary of Defense for national defense purposes. 

As your committee is fully aware, the United States merchant 
marine is presently unbalanced in character. The greatest deficiency 
is in large, fast passenger ships to carry American travelers in peace- 
time and convertible for troop transports in an emergency. We now 
possess only 52 active commercial passenger vessels against 127 such 
ships at the outbreak of World War If. The gross tonnage is ap- 
proximately 50 percent of what it was, and the passenger-lifting ca- 
pacity approximately 40 percent of what it was. Even if we take into 
account Government-owned troop transports, both active and in re- 
serve, there is 2 very substantial deficiency of vessels available for, or 
convertible to, troop transportation with maximum safety and in 
reasonable comfort, considering what must be anticipated in the next 
emergency. In that deseription Tam giving you gentlemen the words 
of the American Legion. That is their goal, that the vessels which 
transport the troops shall have maximum safety and reasonable com 
fort. The deficiency of ships suitable for troop transports has been 
emphasized by the Maritime Administration on many occasions. 

Generally speaking, the passenger-carrying trade in the past has 
been the least profitable, and of the greatest economic hazard. Pas 
senger ships must be designed for a particular trade and their market 
ability as a fixed asset is not comparable with the interchangeable 
cargo vessel. Competition arising out of overseas air transportation 
has added to the economic hazard. The American shipowners have 
understandingly been reluctant to invest the huge sums required for 
the building of the large, expensive passenger units. 

We think. it is fair to say that it 1s extremely doubtful that many, 
if any, American shipowners would engage in the passenger business 
as a single shipping enterprise. They recognize, however, the desir- 
ability of providing complete services over their shipping routes. The 
difficulty is that the investment cost of a single or a pair of passenger 
vessels may easily exceed the total investment cost of an entire fleet 
of cargo vessels which have potentially greater earning power, are 
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usually the pioneers of the trade, and have been built up over a long 
period of years by hard work and very substantial plowing back of 
arnings. It does not seem fair to ask that the shipowner risk his entire 
investment by providing very expensive equipment for coordinated 
passenger service at such heavy financial risks. From the Govern- 
ment’s standpoint these passenger units are highly essential. 

The effect of this proposal is that if the shipowner is financially 
unable to continue the operation and the Government must foreclose 
the mortgage, the shipowner loses as a minimum his 25-percent down 
payment and any other payments made on principal account. It is 
almost certain that substantial additional payments will have been 
made by the shipowner in an effort to make the operation successful 
before the foreclosure. If the Government takes back the vessel and 
the shipowner sacrifices all of his payments, and all interest in the 
vessel, the Government should not have the right to sue for a deficiency 
judgment and jeopardize all other property and assets of the ship- 
owner. This is not an unusual provision. In many States deficiency 
judgments are not permitted in the case of homes and certain real- 
estate mortgages, 

The Cuairnman. Do you know in how many States that is true, Mr. 
Bailey? 

Mr. Battey. I found about five, Mr. Chairman. I would be very 
glad to supply the names of them, if you would like, sir. 

The Cuamman,. Very well. 

(The information is as follows:) 


STATES PROHIBITING DEFICIENCY JUDGMENTS IN FORECLOSURE OF MORTGAGES ON 
REAL PROPERTY 


California.—Deficiency judgment cannot be given on purchase money mort- 


of sale in mortgage or deed of trust (except those securing evidences of indebted- 
ness issued by authority of Commissioner of Corporations or the Public Utilities 
Commission) executed after September 19, 1989 (C, C. P. 580d). 

Montana.—lIf the sale is made under a judgment of the court, and the proceeds 
are insufficient to pay the amount due, a judgment for the deficiency may be 
docketed, except in case of mortgage executed subsequent to February 5, 1935, to 
vendor for balance of purchase price (9467 ; 9473.1-2). 

North Carolina.—There can be no deficiency judgment on a purchase money 
obligation secured by mortgage or deed of trust where the evidence of indebted- 
ness shows on its face that it is for the balance of purchase money of real 
estate. It is seller’s duty to see that a provision is inserted in the evidence of 
indebtedness that it is for purchase money (45-36). 

North Dakota.—The court has power to ascertain amount due on mortgage; 
has no power to render a deficiency judgment for any sum whatever against 
the mortgagor or his successor in interest (82-1906). 

Oregon.— Deficiency judgment is authorized except in case of purchase money 
mortgage (9-505; 55 Or. 364). 

(The above material is taken from volume III of Martindale-Hubbell Law 
Directory, 1951.) 

Mr. Battery. In the case of agricultural loans where the Government 

t md 
loans up to 90 percent of the value of the commodity, the commodity 
collateral is the only required satisfaction for the loan obligation. 

We believe this is a fair and reasonable provision, and that it is 
necessary in order to permit the banking and stockholding interests of 
a shipping company to agree to the risks inherent in the building of 
these large, expensive passenger units. 

Now, on the trade-in of obsolete vessels. Section 7 of S. 241 provides 
that an obsolete vessel, which is eligible for trade-in in part payment 
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of a new vessel shall mean a vessel not less than 12 years of age, 
instead of the present requirement of not less than 17 years. All of the 
other requirements remain. The purpose of this provision is to allow 
the earlier turn-in of aging vessels as part of a replacement, or new 
construction program, to modernize our merchant fleet. The provision 
in the bill says that may be done until June 1958. It is a limiting 
provision, 

The purpose of reducing the eligible age for trade-in from 17 to 
12 years is so that we may begin reasonably soon a regular and orderly 
replacement program for the existing fleet, the vast majority of which 
was built during the relatively brief period of the war and is, there- 
fore, of almost the same age. Under these circumstances, the vessels 
of our present fleet would become obsolete and outmoded at ap- 
proximately the same time. The industry must otherwise wait an 
additional 5 years before the Maritime Administration would have 
authority to act under this section, except in a very few instances. 
Meanwhile, our fleet will be growing older and our shipyards idle. 

The trade-in valuation formula remains unchanged. The present 
law provides that the allowance for such an obsolete vessel shall 
be the fair and reasonable value as determined by the Commission. 
In making such determination the Commission is required to consider 
(1) the serap value, both in America and foreign markets; (2) the 
depreciated value based on a 20-year life: and (3) the market value 
thereof for operation in the world trade or in the foreign or domestic 
trade of the United States. This is an entirely voluntary transaction 
on both sides. The Commission may offer a credit to the shipowner 
in exchange for the old vessel after considering the three factors, 
and the shipowner in turn may accept or decline the offer. It is a deal 
only if both parties are agreeable. Unless we reduce the age of 
eligibility of the old vessel, the existing merchant marine will, in 
the normal process of time, become obsolete and outmoded at nearly 
the same time. This is what we call block obsolescence. Encourage- 
ment to replace old vessels with new ones at an earlier date is con- 
sistent with the public and national interest and an incentive to the 
shipowner, 

Now, depreciation of reconstructed subsidized vessels. Section 
607 (b) of the Merchant Marine Act of 1936 is amended by section 
IS of S. 241 to provide that in the case of, subsidized vessels wholly 
or partially reconstructed or reconditioned, the rate of annual de- 
preciation shall not be computed on the basis of a 20-year life expect- 
ancy as provided in the present statute, but upon request of the 
shipowner such annual rate of depreciation may be upon a life ex- 
pectancy jointly determined by the Secretary of the Treasury and 
the Maritime Administration, 

To point up particular examples, the United States Government 
very properly requisitioned certain passenger units of the American 
merchant marine during World War II. They were converted by 
the Government to war usage. Upon termination of the war and 
return of these vessels to their former owners it was necessary to 
almost completely rebuild them. In some instances this rebuilding 
began from the bare hull and propelling machinery. In some in- 
stances the reconstruction and modernization cost exceeded the original 
cost of the vessel. The Maritime Administration and the Treasury 
Department are prepared to concede that the economic life of the 
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vessel has been extended for a number of years, perhaps 50 percent 
or more beyond the end of the original 20-year period, by the in- 
corporation of new materials and new workmanship into the vessel. 
It would be impossible for the owner to amortize the remaining orig- 
inal cost of the vessel, plus these extensive reconstruction costs, during 
the remaining short period of the original 20-year span. 

S. 241 provides an amendment to existing law that the shipowner 
shall have the privilege of having the life expectancy of a subsidized 
vessel so reconstructed and reconditioned recomputed by the Maritime 
Administration and the Treasury Department. This provision is 
limited to subsidized vessels, as there Is ho provision in existing law 
so limiting depreciation allowable on unsubsidized vessels. 

At this point, Mr. Chairman, I would like to offer a conforming 
amendment, merely to the extent that if they are found to have this 
additional life that they are usable under subsidy contract. Obvi- 
ously there would be no purpose in doing it unless they were usable. 

The Cuamman, The committee would be glad to receive the pro- 
posed amendment. 

(The amendment is as follows:) 


AMENDMENT TOS. 241 Proposep py NATIONAL FEDERATION OF AMERICAN 
SHIPPING, INe. 


On page 19, line 14, change the period to a comma and add the following : “and 
(2) by inserting the following immediately after the third sentence: ‘The pro- 
visions of section 605 (b) of this Act shall not be applicable to any such vessel 
during the period of such life expectancy. ” 

Mr. Baitry. Reserve fund deposits of subsidized vessels. Now we 
will get into our tax features, which are of great interest. The pres- 
ent law requires operators of vessels under subsidy contracts to estab- 
lish a capital reserve fund into which they are required to deposit: (7) 
An amount equal to the annual depriciation charges on the operators’ 
subsidized vessels, (4) the proceeds of all insurance and indemnities 
received by the operator on account of the loss of any such vessel, (¢) 
the proceeds of any sale or other disposition of such vessel, and (d¢) 
such percentage of the annual net profits as the Administration shall 
determine is necessary to provide a replacement fund. The latter re 
quirement does not, however, include the first 10 percent of the oper- 
ator’s profits calculated cumulatively. All those are required under 
existing law. 

The act also provides (sec, 607 (d)) for the creation of a special re- 
serve fund into which shall be deposited earnings which exceed 10 
percent per annum of the operator’s capital, and are also in excess of 
profits which may be required to be deposited in the capital reserve 
fund by the Maritime Administration for replacement purposes. 

The act further provides (sec. 607 (g)) that with approval of the 
Maritime Administration the contractor may voluntarily increase the 
amount of either or both reserve funds by depositing therein such 
earnings otherwise available for distribution to stockholders. We are 
talking now altogether about subsidized operations. 

The act also provides (sec. 607 (h)) that such earnings (except those 
withdrawn from the special reserve funds and paid into the con- 
tractor’s general funds, or distributed) “shall be exempt from all 
Federal taxes.” 
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Now, prior to World War IT all such deposits were treated as exempt 
from all Federal taxes when conforming to the requirements of these 
sections. However, in negotiations with the Treasury Department 
relating to the settlement “of the wartime tax liability of the con- 
tractors, certain companies agreed that after World War IT such tax 
liability would be on a tax- deferred basis, as to all Federal taxes. 

The method of tax deferment is that the funds of such character 
when invested in vessels are not included in the depreciable base of 
the vessel; the annual depreciation deduction is thereby reduced; and 
the annual taxable profit is correspondingly increased. The net re- 
sult is that, assuming a constant tax rate, the tax liability remains 
unchanged and is being discharged by installment payments over the 
life of the property. If the factors remain constant you get 5 percent 
each year for 20 years, of the amount of tax which was deferred and 
invested in that particular vessel. That, in essence, is what this pro- 
vides for. 

In S. 241 (sec. 21) before this committee it is specifically provided 
that such funds will be subject to tax deferment rather than tax ex- 
emption. Such tax deferment is limited to corporate income and 
corporate surtaxes. No provision is included for deferment of excess- 
profits taxes, and such excess-profits taxes are a continuing tax labil- 
ity of the operator. S. 241, however, provides that such excess-profits 
taxes shall be computed in a fair and equitable manner and specifies 
the manner of such computation. 

I understand that the language of that has been agreed to by the 
Treasury, as to the basis of computing excess-profits taxes. 

It will, therefore, be seen that rather than providing for an extension 
of the present tax provisions, the subsidized operators will hereafter 
be liable for excess-profits taxes without exemption or deferment, and 
there is in effect being incorporated into law the agreement with the 
Treasury Dep: irtment as to tax deferment rather than tax exemption 
on other corporate taxes. 

Now we come to the construction reserve fund for unsubsidized 
operators, which corresponds to the section we have just been con- 
sidering, in general. The present law provides in section 511 thereof, 
that, for the purpose of promoting the construction of vessels neces- 
sary to carry out the policy of the act, any citizen of the United 
States engaged in vessel operation of the character described may 
establish a construction reserve fund to be composed of (a) deposits 
of proceeds from sales of vessels, (6) indemnities for vessel losses, 
(c) earnings from vessel operation, and (d) receipts in the form of 
interest or otherwise. 

If the proceeds of sale or indemnities are so deposited and rein- 
vested, under the terms of the section, into another vessel, no tax liabil- 
ity is incurred, provided the depreciable base of the new vessel is the 
same as the depreciable base of the vessel sold or lost. Any capital 
gain is not included in such base for subsequent depreciation purposes. 
Tn this respect the section closely follows section 112 (f) of the In- 
ternal Revenue Code for involuntary conversions. 

Section 112 (f) of the Internal Revenue Code is applicable to all 
industry and not only the shipping industry; se there is not anything 
there which is different from what is in the Internal Revenue Code 
for general industry. 
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However, the earnings which are allowed to be deposited in the 
construction reserve fund for unsubsidized operators by this section— 
the section of the existing law—do not receive any special tax treat- 
ment. There is, therefore, no incentive to impound such earnings. 
As far as we are aware no such deposits have ever been made. 

In S. 241 provision has been made for tax treatment of these earn- 
ings equivalent to that provided for plowed-back earnings of subsi- 
dized operators under section 607 of the Merchant Marine Act of 
1936, as Just stated, Specifically, this provides for tax deferment of 

earnings from corporate income and surtaxes, when complying with 
all the requirements of the section, but not related to excess-profits 
taxes, 

Equality of treatment in this respect as to both types of operators 

appears desirable to the industry, has been accepted previously by 
the Merchant Marine and Fisheries Committee, and is included in 
S. 241, as passed by the Senate. 

It will be observed that no taxes are lost to our Government in 
either of these operations, but that through the instaliment-payment 
method additional capit: al is available for the construction or acqui- 
sition of the vessel, and the taxes are all ultimately paid during the 
life of the acquired vessel. 

Certain European maritime nations permit more favorable tax 
treatment on retained earnings. 

Great Britain makes an initial allowance deduction—presently 40 
percent—in vear of acquisition of a vessel stated to be for the purpose 
of adjusting vessel investment costs to normal. Any unused balance 
may be carried forward successively until absorbed. Obviously you 
could not absorb 40 percent of the vessel out of the earnings for the 
first year, so what you do not absorb in that manner is carried for 
ward until it is absorbed. So the result is you write 40 percent off 
your earnings under the present law of Great Britain as it stands 
today. 

Great Britain also requires approximately 10 percent atl ge 
tax on retained earnings. The earnings you keep in the business, the 

ax rate is 10 percent lower than the earnings that are distributed. 

Norway and Sweden permit the write-off of any overprice in year 
of acquisition. LT undcr tand the overprice is a matter of negotiation 
with the tax authorities. 

Overprice is stated as difference between actual cost and normal 
value of acquired x ea 

lrance permits double depreciation rate on ships acquired after 
December 31, 1950; and Netherlands permits write-off of one-third 
on assets acquired between December 51, 1949, and January 1, 1953, 
at discretion of taxpayer. 

These, Mr. Chairman, are only a few examples. ‘To save the time 
of the committee we ask the privilege of incorporating in the record 
a comprehensive study by Messrs. Price Waterhouse & Co, on_com- 
sal ative tax laws of certain foreign countries and those of the United 
“tates as of December 31, 1950. 

The Cuamman. That will be received. 

Mr. Battey. Thank you, sir. 
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(The document is as follows :) 


COMPARATIVE DATA ON TAx LaWs AND REGULATIONS OF CERTAIN COUNTRIES AS AT 

DrceMBER 31, 1950, Wir PvrticuLar ATTENTION TO SHIPPING COMPANIES 

Prick WATERHOUSE & Co., 
New York 5, June 19, 1951. 
Mr. Frazer A. BAILEY, 
President, National Federation of American Shipping, 
Washington 6, D.C, 

Drkarn Stk: We have prepared the following report on the tax situation of ship- 
ping companies operating under the laws of certain foreign companies from 
information which we received from foreign offices of our associated firms. 
This study was concerned primarily with rates of tax, treatment of capital gains 
arising through insurance indemnities or sales of tixed assets, depreciation 
allowances, and other unusual provisions of the law. 

The individual treatment of situations generally embodied in most tax statutes 
has been tabulated in the attached exhibit for ready comparison. To complete 
this comparison the status of an American shipping company under present tax 
regulations, without any of the henefits afforded by the Merchant Marine Act 
of 1936, as amended, has been inserted. The data are given as of December 31, 
1950, unless otherwise indicated, When reading the exhibit it should be borne 
in mind that only the broad aspects of the tax laws and regulations have been 
tabulated and that, in condensing this information, technicalities attached to 
certain individual points may have necessarily been omitted. 

The countries which were the subject of the study are Panama, Italy, Sweden, 
Norway, United Kingdom, the Netherlands, France. The first two countries 
listed are not included in the attached exhibit as the final tax determination 
appears to be a matter of individual negotiation by each taxpayer. The following 
comments from our offices regarding the situation in these two countries illus- 
trate this point: 


Panama 

The income-tax law is indefinite in many parts and there are no codes, 
regulations, or rulings defining and interpreting the law. There is no uni 
form practice followed in reporting taxable income to the Government 
officials. Many of the foreign businesses operating in Panama have ob 
tained individual contracts from the Government covering their operations 
in Panama and clarifying what in their particular case constitutes taxable 
income and what expenses incurred outside the Republic applicable to 
taxable income will be allowed as deductible expenses. 

The general provisions of the income-tax liws regarding merchant-marine 
operations are: (1) The income from vessels engaged in international sery 
ice and the protit from the sale of vessels outside of Panama are exempt from 
income tax as the revenues arise from operations outside of the Republic, 
(2) the income from carrying cargo from the two main ports, Cristobal and 
Balboa, C. Z., to foreign ports is not taxable, and (3) the income derived 
by coastal ships operating between Panamanian ports is taxable. 

The tax rate applied to local shipping is graduated starting at 2 percent 
and progressing to the maximum of 16 percent on income in excess of $1,000, 
000. Businesses pay in addition a 20-percent surcharge. There are no estahb 
lished rates of depreciation and as a rule any reasonable plan of depreciation 
r rates of depreciation are allowed. The law does not provide for capita 
gains-—it is the opinion of the Government tax authorities that capital gains 
are taxable the same as other income: however, we have been informed that 
recently the courts have ruled in a few special cases that capital gains are 
There appears to be no uniformity of practice. 


not tuxable. 
Italy 


The charges allowed against the protits of a business are normal business 
expenses and depreciation computed on the original cost of capital assets 
at specified rates. Depreciation is also alloiwed on revaluations of fired 
assets made in accordance with the relative governmental decrees. [Em 
phasis supplied.|) Dividends on investments and interests received on loans, 
ete., are excluded from the profits as these are taxed by other means. The 


balance of profits thus arrived at is the basis of assessment but, in Italy 
agreement on such assessments is, in general, the result of lengthy negotia 
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tions between tax authorities and taxpayers, and the amount finally agreed 
frequently bears little resemblance to the amount of profits declared. 

The rate of income tax in Italy applied to taxable income, determined in the 
manner described above, was 26 percent (which rate included State and Provin- 
cial income taxes) according to the latest avaiable information. 

Some of the provisions of the laws of the countries which are of interest be 
cause they illustrate the steps taken to anticipate and alleviate the problems 
faced by the taxpayers in the shipping industry in replacing their fleets, are 
noted in the paragraphs that follow. 

In three of the seven countries (France, the Netherlands, and Italy), the con 
cept of revalorization or revaluing of fixed assets appears. This concept permits 
the taxpayer to use the revalorized amount as the base for computed deprecia 
tion. This concept is well set out in the paragraph below, which relates to tax 
ation in France: 

Depreciation is normally based on the cost of the fixed assets. In view, 
however, of the Continuous and considerable deterioration of the French 
franc, cost of existing assets, and depreciation based thereon, ceased to bear 
any relationship to replacement values. Accordingly, companies have been 
permitted, since 1945, to revalorize their fixed assets and the relative depre 
ciation provided, and to compute allowable depreciation on the net revalor 
ized amounts, by spreading such depreciation over the probable remaining 
useful duration of the relative tixed assets. The existing fixed assets must 
not be revalorized at more than cost multiplied by the sanctioned coefficient 
for the year when the item was acquired, and the depreciation provided for 
each past year is revalorized by applying the coefficient relating to that year. 
The approved coeflicients were first fixed in 1246 on the basis of indexes of 
wholesale price increases; they were doubled in 148, and these doubled 
coefiicients were increased by some SG percent in 149) The net excess re- 
sulting from the revalorization must be credited to a special reserve and is 
not subject to income taxes so long as it remains in that reserve. Many 
companies took advantage of this legislation which enables them to take up 
a considerably higher depreciation. 

The laws of Norway permit deposits to a special fund for future acquisition 
of fixed assets as a taxable deduction for the vears, and under the conditions, 
that follow: 

In accordance with the law of December 22. 1950. a company may, it 
respect of the taxable profits for the yveurs 50, Wl and T9592. elaim 
deduction for appropriations to a fund for the fuinre acquisition of fived 

assets required for its operations An amount of up to 20 percent of the 
annual profit exceeding Norway Kr. 10.000) (approximately $1400) may 
be claimed as a deduction. Where the “average profits” method of asses 

ment is used, and the average protit for the past 3 vears is greater than 
the profit for the year under review, the average profit nay be used as 


the basis for computing the deduction. The deduction. however, muv not 
exceed an amount equal to 3 times the provision fer ordinary deprecia 
tion of fixed assets allowed against the protit for the veor 1949 Irrespes 


ive of this rnle, however, a deduction mav he elaimed equal to 3 percent 
of the taxable valne of land and buildings and 15 percent of the taxable 
value of other fixed assets for the tax venr 150-51 

Where the company is entitled to claim a deduction in respect of amortiza 
tion of “overprice” of fixed assets, it can claim a deduetion for an appro 
priation to the above-mentioned fund only to the extent that the latter 
exceeds the amount of the deduction for amortization of “overprice.” 

A deduction for an appropriation to a fund, as described in the first 
paragraph above, will only be allowed on condition that an amount equal 
fo the appropriation is deposited in a special bank account befere the 
date tixed by the authorities as the time limit for rendering the company’s 
innmnal tax return. Such sums deposited will be “blocked” until otherwise 
decreed by the Crown. 

Where (a) the purpose for which the above-mentioned fund was created 
is canceled, (hb) the “blocked” funds are used after their release for put 
poses other than that specified, (¢) the funds are not used within the period 
of time fixed by the authorities, or (4) the taxpayer in any way dis 
regards the conditions under which the funds were created, they will be 
subject to subsequent taxation , 


the laws of Sweden encournge the establishment of renewal reserves for 





nh purposes: however, the law does not require the companies availing 
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themselves of this privilege to fund these reserves. The reserves permitted 
by this law include, among other types, a renewal reserve for other fixed assets 
such as machinery and ships. <A limited liability company is entitled, when 
computing its taxable income for State and municipal income-tax purposes, 
to Claim as a deduction amounts provided in respect of renewal reserves, pro 
vided such amounts are transferred from the profit of the financial vear, form 
ing the basis of the assessment, to the credit of a renewal reserve. The amounts 
allowed are computed in the manner and subject to the regulations described 
below : 

Appropriations to renewal reserves may not exceed 20 percent of the 
year’s net profit. This rule is, however, subject to the following exceptions: 

(1) If the profit for the year exceeds the average of the profits for the 
two preceding years, the deduction allowed is increased by the lesser 
of (a) 50 percent of the excess or (6) 15 percent of the profit for the 
vear for which the deduction is claimed. 

(2) Upon application by the company the Crown may allow greater 
tax-free appropriations to certain types of renewal reserves. 

tt should be remarked that the profit on which the 20-percent deduction 
is calculated is after adding back any charges for taxes based on that 
profit. 

The Crown, or the State Employment Board, decides when renewal! 
reserves shall or may be utilized during any one or more years. The decision 
may be general to all companies, or it may cover companies of a certain 
nature or one company only. When making the decision consideration shall 
given fo the general employment situation in Sweden and any plans 
Which the companies concerned may put forward. The initiative as to th: 
disposition of the renewal reserves can also be taken by the company. 

On the basis of the decision mentioned above the renewal reserves may 
be utilized during certain financial vears. However, a renewal reserve for 
fixed assets other than buildings may only be used in writing down the 
surchase cost of new ussets of similar type during the year in which they 
are acquired, or as regards ships, in writing down the cost incurred in that 

ear for the acquisition or rebuilding of ships. 

The Crown may grant permission for a renewal reserve to be used for 
purposes other than those for which it was created. 

In general, when a renewal reserve is used according to the rules described 
above tax relief is granted but if these rules are not followed the reserves 
are later subject to taxation. 

Aun interesting and unusual provision of the French law applies a reduced 


rate of S percent (instead of the normal rate of ?4 percent) to profits on the 


sale of fixed or intangible assets made at the time of sale or termination of a 
business. [nasmuch as the benefits derived from accelerated depreciatio 
deferments of capital gains, ete., would generally be recovered by the taxinez 
authorities at such time this would be particularly beneficial in the event of 
hquidation, 

The information concerning the points enumerated in the attached exhi! 
may be briefly summariz-d as follows: 

YT. Tax rates in these foreign countries are generally lower than | 
prevailing United States rates. 


Il. (A) Capital gains on sales of vessels are (1) tax deferred in three 


of the countries if reinvested in new tonnage and the gain is applied 
reduce the book value of the new ship, (2) considered as ordinary ince 
ii two countries, and (3) taxed at a lower rate by the United States. 

(f}) The excess of the insurance’ indemnity over the book value of 
essel is (1) not taxable in four of the countries if reinvested in new ¢t 


nage and the gain is used to reduce the carrying value of the replacement, 


(2) taxable as ordinary income in Sweden, and (3) not subject to ta» 
Mrance. 

(() Three of the six countries permit as taxable deductions provisions 
fo establish reserves for anticipated future heavy repair expenses such a> 
periodic classification surveys. 

(D) All but two of the countries have some provision for carry-ba 
and/or forward of operating losses. 

(i) The depreciation allowances permitted in foreign countries are oo! 
siderably more flexible than that available to American-flag fleets and 1m 
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provisions have the effect of granting accelerated deprecia 
vantage not presently available to American compar 
provisions are noted briefly below : 


France and the Netherlands permit the revalor’zation of as 


scribed earlier herein. 
Norway and Sweden permit the taxpayer to wi 
acquisition, or to amortize “overprice,” the amount 


exceeds cost considered to be “mormal.” 
France and Sweden permit as a deduction any deprecia 


booked. Sweden also periuits the taxpayer to utilize in a f 
depreciation Which has uot benetited the company fre 
The United Lingdoti permits the taxpayer to write « 





of the cost of : ation tne 5 0 
and to carry forward without time litait any de ure 


the profit for the year 


t vessel plus normal depreci 


The Netherlands permit a special depreciation all th ‘ 
percent of the cost of fixed assets acquired or contracted for 
cember 31. 1049. and January 1, 1953 

hall be pleased to expand t ndy on 
m which may be of as i! 
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Mr. Baitey. Industry, generally, is recognizing this problem. The 
Economist, published in London, says that on an international basis 
the plowing back of corporate earnings has increased from 30 percent 
to 60 percent thereof to provide -apital for renewal of plants. 

Now, the reconstruction or reconditioning of vessels with construe- 
tion reserves. Section 511 of the Merchant Marine Act of 1936 (apply- 
ing to unsubsidized operators) provides that construction reserve 
funds must be utilized for the construction or acquisition of a vessel 
or vessels under the conditions stated therein, if the specified benetits 
are toacerue, S.2£1 provides in section 9 that such funds may also be 
used in the reconstruction and reconditioning of vessels—that is the 
only difference: you may use the funds for reconstruction and recon- 
ditioning, as our late friends have just stated, and net only for con 
struction or acquisition—bringing it into general conformity with the 


provision of the act relating to the use of < nilar re erve fund deposits 
by subsidi ed operators, S. 241 further coesea (sec. 16) that this 
laneus ave sli ii Ge deeinal es to me lude reconstruction. reco rlition ner, ¢ De 


modermizat ion of a vessel for exclusive use on the (ireat Lis! Ss, 1ne¢ liu 
ing’ the St. Lawrence River and Crulf.if the Maritime Administration 
determines that the objectives of the act would be thereby promoted. 

Now, salary limitation for employees of subsidized operators: The 
Merchant Marine Act of 1936 provides (see, SOD (e)) that no director, 
officer, or employee shall receive from any contractor, holding a con- 
tract authorized by title VI or title VIT of the act, total compensation 
for personal services exceeding $25,000 per annum. In section 22 of S. 
241, before the committee, this section is amended so that additional 
compensation may be paid by the contractor out of the contractor's 
own funds, providing that in determining the rights and obligations 
under such contract no part of any such excess shall be taken into 
account. The effect is that the 825.000 limitation remains in effect 
as far as the Government is concerned, but the contractor is not pro- 
hibited from paving additional compensation, provided this is exch 
sively from the funds and resources i the contractor. 

In supporting this provision of i bill under consideration and 
recognizing the change tn cana an values since 1936. when the act 
was enacted, we cannot do better than invite your attention to the 
comments of the Acting Se retary of Commerce, dated July wo. 19D1. 
reporting on this proposed legislation to the Senate (reading) : 

In view of the recognized increase of salary levels since the enactment of the 
136 act, and more particularly since 1950, it seems that this amendment appears 
reasonable and not in violation of the orivinal intent of the section in questior 
to prevent carelessly liberal expenditure of funds of a subsidized operator. 

There is no objection of record from any Government agency, o! 
otherwise, to our knowledge. 

Now, the shipping industry understands the procedure under which 
all bills representing proposed legislation are submitted to the 
various interested Government departments for criticism, comment. 
and recommendation. It is the responsibility of these Government 
agencies to advise the Congress as to the merit. or lack of it. and as t 
the possible effect of such proposed law as viewed by the respective 
Government departments. Such viewpoints are naturally confined 
toa relatively limited area. We respectfully suggest that, contrasted 
with a departmental view, it is the responsibility of the Congress t 
weigh these against the over-all pubhe interest. We think this ex 
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tends to domestic policies, international policies, and national security, 
which of necessity cannot all be adequately encompassed within indi- 
vidual departmental views. 

May we also say that certain objections of individual Government 
de »partme nts were before the Senate when it passed S. 241 in approxi- 
mately the same form as they are now before this committee. We 
appreciate that the action of the Senate is not a binding precedent, 
but we also suggest the fact that the Senate obviously considered the 
national interest as transcending these objections is not devoid of 
portance. 

With your permission, Mr. Chairman, we would like to take the 
principles involved in these objections, recite them brietly, and state 
the indust ry’s vane’ ee | 

On July 23, 1951, the Director of the Budget addressed a letter to 
ithe Secretary of Commerce which obviously represented clearance 
from Executive sources for a proposed letter by the Secretary which 
was dated later as August 10, 1951. The Budget Director's letter 
includes the President's personal views in the following language. 
May I say, Mr. Chairman, it is included in this document which was 
published by the committee, and which was found to be very helpful; 
your Report No, 17. It is on page 52 of the committee’s Report No. 
17. The Budget Director's letter I am quoting from says | reading |: 

Your views have been communicated to the President, and I have been author 
ized by him to advise you as follows : 

There is no objection to the transmittal to the Congress for its consideration 
of such report on S. 241 as you may deem appropriate. However, in the light 
of information set forth in the Treastiry study, and as a result of subsequent 
conferences thereon 

That infers that there had been some change of mind since the orig- 
inal Treasury study. 
it would appear desirable as a matter of tax policy to effect certain adjust- 
ments in the tax provisions of the Merchant Marine Act. Specifically, the Presi 
dent requests that there be transmitted to the Congress, for its consideration, 
as proposed amendinents to S. 241, language which would have the following 
effect : 

(a) Granting full tax-deferment benefits on required deposits in the capital- 
reserve fund. 

(6b) Granting deferment on the normal corporate tax for other deposits of 
subsidized operators, without deferment of corporate surtaxes or eXxcess-protits 
tuxXes, 

(¢) Permitting the construction reserve fund of nonsubsidized operators to be 
extended to cover reconstruction and reconditioning of vessels, and extending 
by 1 year the period within which such funds must be conimitted, without 
broadening the tax benetits applicable to these funds, 

There is one other paragraph that should have been quoted here, 
and with your permission I will read it. [Reading :] 

2. With respect to the other provisions in S, 241, the President concurs in the 
positions taken and the recommendations made in your report. In particular, 
it seems wise to defer at this time without prejudice the extension of construe- 
lion subsidies for vessels other than those to be used on essential trade routes 
for the reasons set forth in your report. Similarly, it appears unnecessary, 
for the reasons set forth in your report, to take action at this time on the 

ecelerated depreciation provisions of section 17 and a portion of section 19 

f the bill. 

May I inter ject there that the accelerated de ‘prec lation has been 
leleted in the Senate: so, it is not a problem here. 
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Still quoting: 

As indicated above, the provisions of S. 241 are without objection ; and enact- 
ment of the measure, if amended in accordance with this letter, would be in 
accord with the program of the President. 

Mr. Seety-Brownx. May I interrupt a minute, Mr. Chairman ? 

The Ciarman. Yes. 

Mr. Srety-Brown. To ask you as to whether or not we are going to 
continue the hearing this afternoon or tomorrow morning. 

The Cuaimman. Tomorrow morning. 

Mr. Seety-Brown. Will Mr. Bailey be available for questioning at 
that time ¢ 

The Ciaran. ap eg he will not do more than conclude his 
statement today; so, the committee would be pleased if he would be 
prepared to answer any questions which might be addressed to him 
by appearing tomorrow morning at 10 o’clock, 

Mr. Baier. I will be available at any time, Mr. Chairman, at the 
pleasure of the committee. 

Mr. Seevy-Brown. Thank vou. 

Mr. Battery. By official Government communications, which your 
committee has included in printed Report No. 17, there can then be 
no dispute as to the President’s program with respect to S. 241 now 
before this committee. 

Such difference between S. 241, as passed by the Senate, and the 
is a t's program involves three principles : 

That the extension of the construction differential to the non- 
aaa vessels in the foreign trade be deferred without prejudice. As 
I have said, the accelerated depreciation has already been deleted. 

That voluntary deposits by subsidized operators be deferred as to 
normal corporate tax, but that corporate surtax and eXxcess-profits tax 
be immedi: itely applicable. 

That there be no deferment of taxes on voluntary deposits by 
netaneidined operators, but that the use of the funds be enlarged to 
cover reconstruction of vessels and that the period of reinvestment 
be slightly enlarged. 

The letter of the Secretary of Sp susie which obviously followed 
this Executive sanction, was dated August 10, 1951, addressed to the 
chairman of this committee, and is included as appendix B in your 
Report No. 17. A) brief analysis will show that the Secretary of 
Commerce approved the following items: (#) Nonrecourse mortgages : 
(/) trade-in privilege; (¢) capital-stock tax, which is a minor item we 
have not stressed; (7) allowance of the use of funds for vessels on the 
Grreat Lakes: (¢) life expectancy of reconstructed vessels: (7) salary 
limitation; (gv) certain conforming provisions (sees. 18, 20, and 22). 

That he disapproved accelerated depreciation, which was deleted 
in the Senate. 

3. That he recommended nonextension of construction-differential to 
nonroute foreign trading vessels “without prejudice.” and 

That he disapproved of (7) deferment of corporate surtax on 
voluntary deposits of subsidized operators: and (/) that he disap- 
proved deferment of corporate tax and corporate surtax on volun- 
tary deposits of earnings of nonsubsidized operators. 

We therefore have two items of opposition and one item of recom- 
mended deferment, with seven items of agreement and one item of 
disagreement deleted. 
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Inthe matter of postponing action on extension of the construction- 
differential subsidy to United States foreign-trading vessels which do 
not operate over fixed routes as required by parity operating-differ- 
ential subsidy contracts, the Secretary of Commerce on October 26, 
1951, recommended : 
this action be deferred without prejudice * * until international and 
economic situations have become more stable. 

We submit that no one can tell when conditions may be stable any 
more than they know when conditions will be normal. It is an out- 
moded philosophy. It recalls to mind the so-called return to nor- 
maley. 

It has been suggested that because of a Government construction 
program Of fast cargo vessels known as the mariner type, built be- 
eause of their urgent need for national defense, plus a reasonable 
amount of tanker construction, that there is no justification. at this 
time to extend construction-differential and give parity-investment 
privilege to certain United States vessels competing in the foreign 
trades. This in spite of the fact that there is not a single dry-cargo 
vessel and only one passenger steamship being built in United States 
shipyards for private account today, and that the United States 
ranks ninth among the nations in the construction of new vessels, 
being exceeded by not only Great Britain, but also by Germany, 
Japan, the Netherlands, Sweden, and others. 

In this connection, [ cannot do better than quote to you from the 
Industrial Union of Marine and Shipbuilding Workers of America, 
CIO: 

We cannot wait until we are again in a famine to pass legislation 
this industry. If we do so, the industry will probably not be able to recove! 
for another decade. It takes time for legislation to reach the industry in the 
form of work. Ships take years to plan and to build. The skilled men in the 
industry take vears to train. 


tO GSSIST 


The provisions included in S. 241 are only enabling legislation to 
sustain an important industry ina healthy condition. It should never 
he looked Upolas a make work program to be withheld until times oft 
nie Inplovment. 

Now with respect to the other item of tax deferment: 

he recommendation against deferment of either corporate taxes 
oO! corporate surtaxes on earnings in the Case of nonsubsidized Oper 
ators would destroy the principal value of this legislation as far as 
these operators are concerned, and would make the task of providing 
capital for the renewal of their fleet a problem of the first magnitude. 
(hur domestic services are of great importance to the stability of our 
fransportation system and our domestic economy. The domestic sery 
ees include not only the coastwise and intercoastal services but the 
very important services of the Great Lakes areas. The fluctuating 
cycles of earnings of these operators, including their uncertain divi 
dend reeord, has made them unattractive to private investors. Cer- 
tainly the problem of renewal is not less pressing in their case and 
their vessels are of equi al nation: al dle fense value. 

Now. as to subsidized operators: The committee will appreciate that 
corporation taxes are divided into a so-called normal cor porate tax of 
“O percent and so-called corporate surtax of 22 percent. No one be 
es that there is any substantial aie It is merely a device 
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which holds out the hope that the surtax portion, being thus divisible 
read the whole may, at some time in the future, be removed, leavi ing 
only the “normal” corporate tax applicable. To a businessman, the 
corporation tax is 52 percent and that is the amount he has to pay, 
irrespective of any theoretical division into component parts. In the 
first place, a 30-percent deferment on voluntary deposits would not 
provide the funds necessary to renew even our present subsidized fleet. 
In the second place, a businessman would not defer taxes at 30 per 
cent with the probable requirement that such deferred installments 
must be paid at a higher rate. The initial installments certainly 
would have to be paid at 52 percent. You would not then be aiding 
the industry; you would be penalizing it. 

It is, therefore, a matter before this committee to decide as between 
the provisions of S. 241 and the administration policy (@) whether we 
should extend the construction-differential subsidy as proposed, or 
await some indefinite time in the future when a so-called normaley or 
stability will have been created; and (4) whether the public interest 
and the national interest would be better served by deferment of nor 
mal corporate and corporate surtaxes in the case of both subsidized 
and unsubsidized operators. 

There is one other matter which we feel should be called to the atten- 
tion of the committee. The language contained in the letter of the 

Jureau of the Budget and of the Sec “retary of Commerce is very gen- 
eral in character and from it might be inferred that the administration 
policy advocates imposition of the corporate surtax upon the special 
reserve fund deposits of the subsidized operators. Notwithstanding 
the ambiguity of this language, we feel convinced that such was not 
the intention for the followi ing reasons: 

(a4) Such special reserve find account deposits are presently de 
PB as to all Federal taxes. The operators, in S. 241, have agreed 
to the payment of any excess-profits taxes properly computed. To 
further impose the 22 percent corporate surtax would be in conflict 
with the statement contained in the Secretary of Commerce letter of 
August 10, appendix B, as follows: 

In view of the mobilization emergeney and constantly shifting conditions in the 
sees industry, it would be dangerous to disrupt sharply the operation of the 
1936 ae * * * To do so would weaken the fundamental strength of the 
1956 set, Which is to assure the availability of funds, and so forth, and so fort] 
To repeal the present tax deferment on surtaxes (in excess of the ship) 
owners’ agreement to excess-profits taxes)—speaking now of the sp 
cial reserve fund—would, in our opinion, be a violation of the prin 
ples stated here. 

(+) As we have already stated, the special reserve fund was created 
for the purpose of impounding in a joint fund, profits in excess of the 
10 percent. of the shipowner’s capital employed, plus any required 
deposits of the Maritime Administration, in order to have funds avai! 
able for the purpose of liquidating the shipowner’s hability for recap 
ture at the end of its contract, or at the end of 10 years, whichever | 
lesser, Asshipping lines may have profits one year and losses the next. 
this recapture provision is averaged over the whole period. Ob) 
ously no one can tell until the end of the period what the net amount 
will be, or what is the proper applicable tax. It is only logieal and 
reasonable to hold the funds so impounded until the over-all profit 
ascertained. 
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To pay taxes out of such funds for a given year and before asces 
taining the financial result of the over-all operation would be a repeal 
of the present existing tax provision; might deplete the impounded 
funds to a point where they would not meet the recapture liability 
for which they were created; and would result in an additional hand- 
cap rather than an encouragement to the building of an adequate 
American merchant marine. We repeat that the shipowners, under 
S. 241, have already agreed as to the payment of any excess profits 
tax on funds so deposited. We do not believe that the President o1 
the administration intended to curtail the present tax provision apply 
ing to such special reserve fund account of the subsidized operators 
in a manner which might destroy the purpose for which it was cre 
ated. We invite the committee’s attention to this so that the uncer 
tuin language in the recommendations of the Government agencies 
may not mislead your committee. 

Finally, we wish to make very clear that the provisions of S. 241 
provide for only tax deferment. There is no manner in which tax 
eX inption or tax evasion may be created: and taxes deferred at cor 
porate rates may not later be converted to a lesser capital gains rate. 
This question arose before the Senate committee, and the comaittee 
and the industry agreed as to what was intended. Chairman Magnu 
son asked the ‘Treasury Department to provide amendments which 
would close any such possible loopholes. These amendments wer 
submitted and were included by the Senate in S, 241. 

Before closing, I hope the committee will permit us to call to its 
attention certain relevant factors as to whether the merelant-marine 
policy adopted by the Congress under the Merchant Marine Act of 
1036 isa wise policy; whether it operates in the broad public interest : 
whether it is an extravagance or an economy, based upon its perform 
ance to date; and whether it is deserving of continuing and ever 
extended support. 

in this connection, we hope you will permit us to incorporate in the 
record by reference, testimony of Admiral E. L. Cochrane before the 
\ppropriations Committee at hearings on H. R. 7072, independent 
offices appropriation bill for fiscal 1955. This testimony reveals, from 

licial records of the Government, plain, factual material which will 
allay many of the loose statements and charges which have been ley 
eledat American shipping. [think it is fair to say that many of these 

irges are more the result of lack of information than any premedi 
tated effort. It would appear reasonably certain that the element of 
publicity which flows from sensational charges is not entirely lacking. 

\dimiral Cochrane made the following points, among others: That 

profits earned by the subsidized lines in the calendar year 1950 
vere less than the profits earned by other segments of the merchant 
luarine (pp. 720, 721). He attributed this, at least in part, to the 
fact that rates of the liner services, controlled by conference acree 

ts, which in turn are under the jurisdiction of the Maritime Ad 
stration, have increased only a small, fractional part of the rat: 
reases of other types of shipping services in all parts of the world. 
[hat is American and foreign as well. The comparisons and the 
pecific rate increases by routes are stated in this testimony (p. 753 

\s to the need of Government aid he said that in 1950, 10 of the 

contract companies were operating at actual loss before the pa 

t of subsidy: that such accumulated losses of the 10 lines would 


( 
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amount to S16 million, and that after crediting all earnings, the group 
of lines as a whole would still be in the red before subsidy to the tune 
of about $8 million. Please bear in mind that this was during a 
period of almost unprecedented heavy international cargoes (p. 153). 

To the charge that the subsidy payments were given to only a small 
seyment of the merchant marine and, therefore, United States flag 
shipping services generaly were not greatly benefited, Admiral Coch 
rane pointed out that of the 100 privately owned American ships 
now in service, 452 are tankers: 154 are in the domestic coast wise and 
intercoastal trades; and that of the remaining approximately 400 un 
subsidized ships, a large number are tramps, ore carriers, and bulk 
cargo-carrying vessels. Only vessels operating common-carrier serv 
ice in the foreign trades over fixed routes and on regular schedules 
are eligible for operating subsidy contracts. He said this accounts for 
the smaller number of American-flag vessels operating under Gov 
ernment-aid contracts (p. 750). 

To the charge that the American merchant marine obtained its ships 
at about 15 cents on the dollar, Admiral Cochrane pointed out that a 
large number of these ships were built before World War IIL, when 
the cost of ship construction was about one-half or less, comp: ared with 
present-day building costs. He further pointed out that nearly all 
of the remaining ships were purchased under the terms and price 
formeuda of the Ship Sales Act of 1946; that such formula for cargo 
vessels was 50 percent of the prewar construction costs, and for tank 
ers, STL percent of the prewar construction costs. Even at these 
discounts and compared with the present replacement cost, It is com- 
pletely erroneous to make any such charge as the Admiral has so 
ably refuted in his testimony (p. 739). 

M: ay we add at this point that ~ United States Government. re 
covered from ship sales and ship charters under legislation drafted 
by your committee, about $2,200,000,000 representing 48 percent of 
the high wartime construction costs of these ships—that is, the ones 
which were sold; that this represents the highest recovery of an) 
surplus war mate rials on rec ord, and may be contrasted w ith 27 per 
cent for all surplus war materials, and about 12 percent for surplus 
airplanes. So many loose and nonfactual statements have been cir 
culated concerning the expense to the United States Government of 
maintaining subsidy ald to shipping and shipbuilding that a short 
resume seems justified, Taking into account recapture profits from 
operation and the sinaieaall for construction subsidies which were 
reclaimed through Government requisition, the total cost of all such 
Federal subsidies to American shipping and shipbuilding since en 
actment of the 1936 act down to the end of 1951 is less than $260 mi! 
lion; or, averaged over the period since the act became law, approx! 
niately S17 million per year. Even if we delete the war years and part 
of the early years before the program got under way, it cannot |» 
justifiably claimed that this figure for both construction and operatic! 
has exceeded S25 million per vear to date. 

We will not attempt to contrast this with the annual cost of othe 
Governmen activities. It represents appreximately four one-hw 
dreths of 1 percent of the current budget. 

Let me recall to you, if [ may, that in World War IT we spent !i 
billion in emergency shipyards and in a wartime fleet. This amount 's 
still a part of the national debt on which we are paying interest, 
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will continue to pay interest for generations. Computed at even 2 
percent, this amounts to S340 million yer year, which we are now pay 
ing as a penalty for failure to have in readiness a proper merchant 
fleet for national defense in 1941. I ask you to contrast this with the 
figure of 825 million per vear just mentioned, and decide for your- 
selves whether this policy is or is not a justifiable insurance against 
such a condition as existed at the beginning of World Wars IT and If. 

On a strictly dollar-and-cent basis, we contend that this is an over 
all economy to the N vation and to the taxpayer. This is without taking 
into account that the lack of suc 7 - merchant fleet can very well repeat 
our experience of World Wa where the prosec ution of the war 
was delayed by at least 1 ears : Ct ara vast expenditures which other- 
wise could have been avoided: and causing us to send overseas (and 
to transfer from one war theater to another) American troops in 
ships which did not possess the maximum safety factors nor even the 
minimum facilities of comfort. 

We contend that Government aid to the extent of parity, as pro 
vided in the 1936 aet. whieh will permit the building uy and mainte 
nance of an adequate merchant fleet for commerce and defense, as set 
forth in the poliey declaration of that legislation, is an over-all long 
range economy to the Nation and to the taxpayer; that such a fleet is 
oanantiol to promote the facilities for the development of our foreign 
commerce; to the maintenance of our shipbuilding facilities, tech 
niques and skill; that the United States cannot maintain its position 
in international affairs nore arry out its ob liars ations in comple X Ihierna- 
tional situations unless it is in posse ssion of such a me rehant fleet, 
manned by Amercan officers and seamen, giving valuable aid to our 
economy and providing readily available and properly manned mili 
tary transports and naval auxiliaries. 

For the reasons we have endeavored to state, sympathetic Govern 
ment support and long-rang planning is necessary to the accomp pe 
ment of these objectives. The pros islons contained in S. Y41 ow ill ail 


in this accomplishment, 

We respect fully ask the committee to consider these objectives 
against the relatively minor criticisms which have been raised, and 
to further support the merchant marine by favorably recommending 
this legislation. 

Thank you very much. 

The Coatmman. Mr. Batley, will vou appear tomorrow morning as 
a Witness at 10 o’cloc as 

Mr. Baitey. Yes, s 

The CHairMan. To answer any questions which may be addressed 
fo vou. 

I notice our former colleague, a former member of this committee, 
Mr. Harris, who is present. I think he desires to present a statement 
for the record. Is that so, Mr. Harris / 


STATEMENT OF WINDER R. HARRIS, VICE PRESIDENT OF THE 
SHIPBUILDERS COUNCIL OF AMERICA 


Mr. Harris. Yes, Mr. Chairman: | would appreciate the oppor 
tunity of submitting for the record a statement by Mr. L. R. Sanford, 
the preside nt of the Shipbuilders Council of America, in support of 
the pe nding legisl: ation. 








106 LONG-RANGE SHIPPING BILL 


The Cuamman. We will receive the statement and have it inserted 
at the end of Mr. Bailey’s testimony. 

Mr. Harris. Thank you very much. 

(The statement is as follows :) 


STATEMENT BY L. R. SANFORD, PRESIDENT, THE SH!IPBUILDERS COUNCIL OF AMERICA 
oN S. 241 


This statement is submitted by the Shipbuilders Council of America on behalf 
of its membership to set forth their position on pending bill S. 241 which would 
amend the Merchaut Marine Act of 1986. In general, the statement follows 
very closely previous views which the council has expressed in statements sub 
mitted to the cognizant Senate and House committees at various times during a 
period of 4 years just past when legislation similar to S. 241 has been under 
consideration by Congress. 

Before commenting specifically on S. 241, it seems desirable to give a brief 
background of the maritime industry in order to highlight the reasons and 
justifications for the amendments under consideration. 

The welfare of the United States merchant marine and the promotion of that 
merehant marine on a sound basis consistent with public policy is vital, not 
enly to the national economy, but also to the national security, Likewise it is 
Vital to the welfare of the shipbuilding and ship-repairing industry in the United 
States. Without the merchant marine, the shipbuilding and = ship-repairing 
industry could no longer exist. Without the shipbuilding and ship-repairing 
industry, the merchant marine could not exist. Each is dependent upon the 
other. Both are vital to the national security, and, without them, this Nation 
could not maintain itself defensively or offensively. 

The history of the merchant marine since the turn of the century, is one 
of ups and downs, mostly downs, with hectic and expensive increases during each 
World War and declines thereafter. The shipbuilding and ship-repairing indus- 
try inevitably follows the pattern of the merchant marine, as its primary function 
is to produce and maintain the ships which compose the merchant marine. 

The two World Wars demonstrate conclusively the inescapable necessity for a 
strong merchant marine as an instrument of national security and as a vital com- 
ponent of military strategy and logistics, without which our armed services cannot 
be effective. It is most fortunate that, unlike other military weapons, the mer- 
chant marine, year in and year out, is not only an instrument indispensable for 
war, but also can be utilized under private ownership and management in the 
peacetime interest of national economy through the channels of both foreign and 
domestic trade. Thus, our merchant marine does not in its entirety become a 
burden upon the taxpayers of the United States, as the armed services necess:rily 
must be. 

Competitive conditions in foreign trade and the relatively higher living stand 
ards in the United States as compared with other countries preclude effective 
competition by American flag vessels on even terms with their foreign flag com 
petitors. Therefore, some measure of assistance to United States flag vessels by 
the Government is imperative if our merchant marine is to survive and perform 
its dual function of promoting the national economy through foreign trade and of 
furnishing the wartime transport of personne! and matériel required by the armed 
Services, 

The Merchant Marine Act of 1936 was thoughtfully designed by the Congress, 
after long and careful consideration, to promote the merchant marine by compen 
sating for some of the handicaps under which it labors in foreign trade. 

The experience gained in the years since its enactment in 1936 together with 
changed and changing domestic ind world conditions, as well as the interventior 
of World War IT, have indicated that the act, as it now stands, has not and 
ennnot fully accomplish the objectives for which it was originally intended, 
Hench, some modifications appear to be essential in order to adequately imple 
ment the national policy with respect to the merchant marine. The amendmenis 
now under consideration by the committee are intended as a realistic approach 
to the problem of promoting an adequate merchant marine. 

These amendments were carefully considered by the various segments of 
maritime industry and are intended to provide financial conditions, which can 
perhaps be expressed as an economic climate, under which shipowners will feel 
justified in investing capital in new ships, either as replacements or additions 
to their present fleets. Only by the encouragement afforded by the provision of 
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such conditions can private capital be expected to invest in a business venture 
that entails the risks that are involved in the operation of American-flag ships 
in foreign trade in competition with foreign-flag vessels, the owners of which 
have a much lower capital investment, ship for ship, and much lower operating 
costs us well. 

Government assistance to the extent provided in the Merchant Marine Act of 
1936, as amended, and as it would be expanded by the adoption of these proposed 
amendments, naturally entails Government expense, that is, the use of funds 
provided hy the taxpayers of this country. However, such expenditures can 
well be justified solely on the ground of national security, although they also 
operate to promote the national welfare. . 

We are now expanding the armed services to the point where it is hoped that 
they will be adequate for national security, all at Government expense. From 
time to time we have built up stockpiles of raw materials as an element of 
industrial mobilization planning, all at Government expense. We are now 
urming the North Atlantic Pact nations in the interest of collective national 
security, all at Government expense. We continue to contribute many millions 
of dollars each year for the economic rehabilitation of foreign nations, not only 
our War allies, but even neutrais and our ex-enemies as well. Are we not then 
justified in advocating the absorption of a part, and only a part, by the Govern 
ment of the expense of creating and maintaining an adequate merchant marine, 
which is just as vital and indispensable an element of national security as any 
of the others, with private industry assuming the task of utilizing that merchant 
marine in the interest of the national welfare and economy as well as under- 
taking the obligation to provide or earn its share of the ultimate cost? Phe 
answer is obvious. 

At this point a word of warning may be in order. We have assisted, with 
Government funds, the rehabilitation of foreign merchant marines decimated 
us a result of the war. We have given them ships, we have sold them ships 
at low cost, we have furnished them with materials for ships, and indirectly 
through the counterpart-fund arrangements, we have given them financial 
assistance in their construction. Almost all of those maritime nations are 
it least now back to their prewar tonnages. Most have even passed that point 
In addition, we have even assisted in the rehabilitation of ex-enemy merchant 
marines, with some limitations, it is true, but nevertheless assisted 

rhe time has come for a drastic change in this policy. We should now con 
centrate on our own merchant marine and no longer use the taxpayers’ money 
to promote potential and ruthless competitors. We should proceed with a shiy 
hoilding program of our own. We, of course, should net interfere with th 
building program of any other nation provided such 2 program is financed 
exclusively by that nation, and not directly or even indirectiy by our Government 

The industry which the council represents has a vital interest in this matter 
as its welfare is entirely contingent upon the welfare of the merchant marine 

It is desired to make only a brief comment upon those sections of S. 241 dealing 

rectly with or affecting new-ship construction, leaving to others better qualified 
the task of commenting upon those sections affecting the ship-operating industr 

such. 

The proposed amendment of section 501 (a) and (¢) extends to all United 
‘tates-flag operators in foreign trade the opportunity to more nearly compete 
equal terms with their foreign-flag competitors inso’ar as capital investment 
new ships is concerned. Such an extension is a constructive step toward 
e promotion of the merchant marine, as it provides a powerful inducement 
‘the construction of new vessels, both for replacement and addition. By the 
ine token and to the extent it is effective, it will provide ship-construction work 
American shipyards and eliminate any advantage that could hitherto be 
ned by the award of ship-construction contracts abroad by Ameriean-flog 
perators in order to take advantage of lower foreign ship-construction prices 
The shipbuilding branch of the industry, heretofore always a. fluctuating 
dustry, insofar as volume of work is concerned, would benefit greatly by a 
‘ieady volume of work which would enable it to maintain itself as a sound 

d healthy industry with adequate facilities, and technical, mechanical, and 

ininistrative personnel, capable of expansion in time of national emergeneys 

is our hope that this amendment will tend to help the shipyards achieve such 
steady production which so often has been lacking in the past and which, 
ter the present temporary workload drops off, will still be lacking, and thus 
put them on a more comparable basis with other industries which are able to 
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take advantage of steady production and resultant sound and efficient operation 
aft minimum cost. 

To the extent that new ships are constructed and the merchant marine thus 
promoted, the ship-repairing branch of the industry, just as vital to the merchant 
imgvine and to the national security as the shipbuilding branch, will also 
ultimately beneit by a reasonable and continuing volume of business, so essential 
to its welfare, through the maintenance of these ships. The volume of ship 
repairs required to maintain the ships of the merchant marine in good operating 
coudition is necessarily contingent upon the age, type, character, and number of 
ships in operation in that merchant marine. If the merchant marine is placed 
upon a sound basis,*the ship-repairing yards can also hope to achieve a similar 
siatus, now sadly lacking. 

Any steps, Commensurate with sound business practices, that can be taken 
to accelerate or increase the deposit of available funds by the ship-operating 
companies in stipulated reserve funds, where such funds are then available for 
the construction or acquisition of new vessels, will help provide the means for 
new ship construction, and thus promote the merchant marine. Such = steps 
likewise will help provide the means for placing the shipbuilding and = ship 
repairing industry on a sound operating basis, 

While the shipbuilding and ship repairing industry, together with its asso 
ciated allied marine industries engaged in the design and manufacture of marine 
machinery and equipment, cannot be classified as a large industry insofar as 
total employment is concerned, such employment is a substantial factor in our 
economic welfare and consists in large part of skilled technicians and crafts 
inen in specialized fields. The loss of those skills would be a blow to national 
security. If such trained and experienced personnel are dispersed they would 
he difficult, if not impossible, to reassemble at a future date. Unless employment 
prospects in the industry are made more favorable and reasonably permanent, 
there will be little inducement for the training of new men without which these 
skills cannot be perpetuated and will eventually be lost. 

himployment generated by shipbuilding and ship repairing has its ramifications 
throughout the entire United States. Approximately 50 percent of the cost of 
a ship is expended for labor in the shipyard. Another 35 percent of that cost 
is likewise expended for the labor employed in the manufacture of the various 
component parts and material entering into the construction of a ship. Such 
production is spread throughout the country. 

Continued and reasonably steady ship construction is necessary if the United 
States is to continue as a first-class maritime power with vessels at least the equa! 
to, if not better, than those of other maritime nations. The incorporation of 
all technological advances in naval architecture aud marine engineering in new 
vessel design, and the construction of new vessels from such design, thus becomes 
imperative. 

History demonstrates that no world power can continue as such without sea 
power and an adequate merchant marine is one vital element of that sea power. 
Nuvies, armies, and even air forces are helpless and circumscribed without a 
supporting merchant marine. World trade cannot be achieved and maintained 
without an adequate merchant marine. It would be foolhardy to rely upon 
foreign merchant marines to operate in the interest of our foreign trade and 
commerce without the restraining influence of a vigorous competition by United 
States-flag ships. 

\ warning which uaturally follows as a sequel to the last statement seems ap 
propriate. There is a school of thought on the part of some of those in high 
places in this Government, which maintains that a merchant fleet under th 
United States flag is not necessary in the interest of national security. These 
persons appear to take the position that there is no justification for the mai: 
tenance by his country of a merchant marine when foreign-flag ships, operating at 
lower cost, are available and could carry our exports and imports. Possibly thes 
are available and, because cf their lower operating costs, could carry our water 
borne commerce at lower rates. But would they, if American let it merchant 
fleet deteriorate and eventually pass out of existence? Tf the American merchiat! 
inarine were eliminated from competition could we rely upon them to safeguard 
our interests? Any affirmative answer to that question would be naive indee 

llowever, the apparent policy is to bargain for alleged concessions from foreign 
countries, by eliminating shipping subsidies, United States participation 
MSA cargoes, and other like items which irk foreign nations. The view appears 
to he held in some quarters that the trading off of our merchant marine will pro 
mote the negotiation of treaties and their other ideas abroad. Experience has 
shown that we usually come out second best in such trades. 
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But, irrespective of the economics of an American merchant marine, let us 
consider the national security angle. In World War II, we had many maritime 
nations among our allies. Llowever, at the commencement of that war, the com- 
bined merchant fleets of all the allies, which could be made available, proved to 
he entirely inadequate. Moreover, while we obtained approximately, 100 ships 
from those allies, on the other hand, we furnished those self-same allies, under 
lend-lease, approXimately six and one-half times that number of ships, which we 
were compelled to build. Even though we built) some 5,000 wartime ships, we 
never had enough ships at any time during the progress of the war to meet all 
of the demands for sea transport. Does that sound as though we could depend 
upon such things as an ailied shipping pool to the exclusion of our own ships? 

Make no mistake, we would pay in cash for any allied ships we obtained 
from such an international pool in a war emergency, whether by charter or 
sale. Is it better to pay for ships of other nations, providing they are available 
and we can get them, or to pay for our own ships (in part only), which will 
then be completely within our own control and which we know will be available’ 

One must be a naive, indeed, to suggest that this Nation rely for its security in 
time of war upon other nations. The memory of the lessons of the past two 
World Wars must be short and we certainly do not share that point of view 

Who can say what the international situation will be in the event of another 
war? Call the roll of nations participating on one side in World War 1, note 
which participated on the other side in World War TL. Who now can assure us 
that the nations in the west of Europe will side with this country in another 
war. They may net have the opportunity even if they so desired. Likewise, 
their merchant fleets might not be available or might be immobilized by an alert 
enemy. 

A powerful nation such as ovrs, with a tremendous industrial capacity vital 
to the prosecution of a war, cannot afford to depend upon other nations for sea 
transport in case of war. It must be able to provide immediately its own sea 
transport, not at some later indefinite date which tay be much too late 

Our strategy has always been to carry the war to our enemies, to fight it o1 
their territory and in their sea lanes, and keep it as far from this country as 
possible. Only in that way can our industrial potential be realized for wat 
production and without that we have slight hope of success. To carry out that 
strategy requires sea transport within our own control and immediately ava 
able. We should, of course, utilize the assistance of any allies to the fullest ex 
tent as, when and if available, but we must depend primarily upon ourselves 
We must be eternally ‘ 





Our ships, flying our flag and constructed in our shipyards under our rules 
and regulations, are by far the safest afloat and the people of this country cet 
tuinly never want to see their boys and the equipment necessary to mainta 
them transported overseas on any but the best and safest ships The risk 
great enough without knowingly adding to it by attempting to utilize an inferion 
means of sea transportation, 

The elimination of our merchant marine also would mean the liquidation of 
our shipbuilding and ship-repairing industry as it conld not continue to exist 
without a merchant marine. Where would our Navy and Army have been in 
the last war without a shipbuilding and ship-repairing industry? And where 
would they be without such an industry in case of any future one It should 
not be overlooked that, as a result of the air power of a potentinl aggressor, 
the shipyards of onr potential allies on the Continent, in the United Kingdom 
and elsewhere, would soon be rendered incapable of operation so that they would 
he unable to maintain and service such ships as still might be available for our 
joint use, much less construct additional ones, American shipyards, as before, 
would be forced to carry the burden which they, perforce, must then be capable 
of assuming. 

Such thinking just does not make sense, regardless of who advocates it. For 
tunately, the military planners do hot seem to agree with such a theory, They 
have not forgotten their bitter but enlightening experiences in world-wide sea 
transport, Strategy, and logistics in the last war. Fortunately, also, the Federal 
Maritime Board and Maritime Administration, as the Government agencies 
vested with the responsibility of the promotion of the merchant marine under 
the 1936 act, do not subscribe to such a theory. 

There is only one sound basis on which to rest our national security. Whether 
we like it or not, we must be prepared to take care of ourselves adequately 
against any enemy or combination of enemies. That means we must have ships, 
we must have a merchant marine, and, as a necessary corollary, we must have 
a shipbuilding and ship-repairing industry to produce and maintain those ships, 
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This bill, S. 241, is a constructive means to that end and we trust it fill receive 
the favorable consideration of this committee. 

The shipbuilders council and the shipbuilding and ship-repairing industry, 
which it represents, appreciate the opportunity to submit this statement to the 
committee endorsing these proposed amendments in the sincere belief that, if 
these amendments are favorably considered by the committee, and subsequently 
by the House, in conjunction with the approval already given by the Senate, 
a major step will have been taken toward the establishment and maintenance 
of our merchant marine on a sound and continuing basis. 


The Cuatrman. Congressman Wolverton is unable to be present 
because of a meeting of the Committee on Interstate and Foreign Com- 
merce and has requested that his statement on S. 241 be made a part 
of the record. 

(The statement referred to follows :) 


STATEMENT OF CHARLES A, WOLVERTON, MEMBER OF CONGRESS, First DISTRICT OF 
NEW JERSEY 


Mr. Chairman and members of the Committee on Merchant Marine and Fish- 
eries of the House, my name is Charles A. Wolverton, representing the First 
Congressional District of New Jersey. I appreciate the opportunity you have 
afforded me to appear and express my views in favor of S. 241, an act to amend 
the Merchant Marine Act, 1956, as amended, to further promote the development 
and maintenance of the American merchant marine, and for other purposes, 

The future of the Ainerican merchant marine is of prime importance not only 
to the shipping interests and the shipbuilding industry of our country but also 
to the Nation as a whole. This is true because it has a vital relationship to our 
future security. Two World Wars and our engagement in Korea have demon- 
strated the necessity of having an efficient and up-to-minute merchunt-marine 
fleet if we are to successfully meet the challenge of a foreign foe. The failure 
to provide an adequate merchant marine, ready for action at any moment, is 
dangerous to our wellare. tt could be disastrous, 

It is aiso necessary for us to keep our merchant tleet up te date if we are to 
effectively compete with other nations. Other nations since World War II have 
improved their fleets so that they are fully up to date, and, consequently are a 
real chaHenge to our out-of-date ships built during the last World War. 

The purpose of the legisiation now before you for consideration (S. 241), is to 
provide a long-range program that will bring our merchant fleet up to date and 
enable us to hold our place on the high seas as befits a nation of our size and 
iiportance. 

Without any theught of undue disparagement to other shipbuilding sections 
of our Nation, I think I can truthfully say that I come from one of the greatest 
and, in my opinion, the greatest shipbuilding section of the Nation. I refer to 
the Delaware River section. On both sides of the Delaware River, in New 
Jersey and Pennsyivania, are located some of the most outstanding shipbuilding 
concerns Of our country. 

It is unnecessary to enumerate them by name as Tam certain you are familiar 
with them. lTfowever, the New York Shipbuilding Co., located in Camden, N. J., 
is the largest of those on the Delaware River. 

I am, therefore, familiar with the problems of the shipbuilding industry, be 
cause T have the honer to represent the congressional district in which the New 
York Shipbuilding Co, is located and, also, other shipbuilding concerns. 

There is no subject, in my opinion, to which the Congress can more properly 
devet* its attention than that of keeping alive the American shipbuilding in- 
dustry and the building of a merchant marine commensurate with the size and 
importance of our Nation, adequate to meet the demands of peace, and capable 
of being quickly expanded in time of war. About 2 vears ago the Joint Con- 
gressional Air Policy Board, of which I had the honor and privilege of being 
a member, rendered to the Congress a report on the condition of our aircraft 
manufacturing industry, the necessity of keeping it alive and ready to go at a 
moment's notice, the necessity of maintaining at all times a strong and up-to 
date commercial air-carrier industry, as well as fighting air force. There is a 
similar necessity to keep our merchant marine in a high state of efficiency, and, 
likewise our shipbuilding industry. 
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The shipbuilding industry and our merchant marine are in identically the 
same condition as our aircraft industry. It is gasping: it is dying for lack of 
work. No one will deny that it is important to the economy of our Nation as 
well as our national security. In peace or war it is an absolute necessity and 
must be preserved with the same care and interest as we have displayed toward 
the aircraft industry. The report of the President's Advisory Committee on 
Shipping some time ago recognized the importance of the shipping industry. 

Another element that deserves emphasis is the necessity of keeping intact an 
organization of skilled workers. It has been truthfully said that more skilled 
workers of a varying kind are needed in the building of a ship than in any other 
industry. Their skills are of the type and kind that cannot be readily obtainable 
in an emergency. They are trained men. When they are lost to the shipbuilding 
industry through lack of work, the shipbuilding organization disintegrates, and 
it is no easy task to reestablish it again quickly in time of emergency. 

Therefore, it is imperative to keep a well-trained organization in being at all 
times; otherwise we enter an emergency greatly handicapped. These highly 
important skilled and trained workers can only be kept together as a working 
organization by having suflicient work to make their employment of a permanent 
character. IT trust that this thought will have your serious consideration 

I am strongly of the opinion that there is necessity of a long-range shipbuild- 
ing program as contemplated by the legislation you now have under considera 
tion. The importance of having such a program cannot be denied. It deserves 
the serious consideration being given to it by this committee. You are perform- 
ing a great national service, and I trust the legislation you are sponsoring will 
have favorable action in this session of Congress, 


The Cuairman. The committee will stand adjourned until 10 o'clock 
tomorrow morning. 

(Thereupon, at 12:08 p. m. Tuesday, April 22, 1952, an adjourn- 
ment was taken until 10 a.m. Wednesday, April 23, 1952. 
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WEDNESDAY, APRIL 23, 1952 


Housk or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
WW ashington, dD. (g 


The committee met, pursuant to recess, at 10:15 a. m. in the com- 
mittee room, Old House Office Building. Hon. Edward J. Hart (chair 
man) presiding. 

Present : Representatives Hart, Garmatz, Bennett, Murphy, Shelley, 
Robeson, Hand. Weichel, Tollefson, Allen, Sheehan. Mumma. Van 
Pelt, Tkard, and McIntire. 

The Cnamman. The conmittee will please come to order, 

Mr. Bailey, will you come forward, please? Are there any questions 
of members of the committee they desire to direct to Mr. Bailey on the 
basis of his testimony ¢ 

Mr. Touvterson. Mr. Chairman, if nobody else desires to question, I 
lo. 

The Cuatrman. [was waiting for some members who had expressed 
a desire to address questions to Mr. Bailey, but they seem to have for 
gotten their desire. 


Yes. Mr. Tollefson. 
STATEMENT OF FRAZER BAILEY—Resumed 


Mr. Touterson. Ido not have a great deal. Mr. Bailey. but LT thought 
for the purpose of the record it would not hurt to cover some of the 
items vou mentioned vesterday. 

Now, as [ recall your testimony in regard to legislation, vou said 
that one of the bases for your position Wiis the desire to build up our 
merchant fleet. As Trecall it, you said that under present operation the 
companies do not have the cash-reserve funds to replace the fleet as 
rapidly as they should. Is that correct ¢ 

Mr. Baitey. That is quite correct, sir. 

Mr. Totuerson. As I remember the statement, you said your cash 
reserves were only one-third large enough to meet the needs. 

Mr. Barry. A rough estimate, Mr. Tollefson, is that the cash re- 
serves on hand, plus the accruing depreciation on the fleet as it pres- 
ently exists, would only represent about one-third of the replacement 
cost of a new fleet at the new level of building costs. 

Mr. ‘Torterson. How about the possibility of outside funds being 
invested in new ship construction ? 

Mr. Battey. Well, the difficulty with that is that we cannot get in 
vestors to put money into shipping shares. That would be the normal] 
place toraise funds for an enterprise of that character. Because of the 


113 





114 LONG-RANGE SHIPPING BILL 


fluctuating cycle of earnings and, therefore, the instability of the 
dividend record of the companies, they are not popular to the investor, 
and it has not been possible to raise funds on an attractive basis in 
the money markets for the purpose of rebuilding and building up the 
capital account of these companies. 

Mr. Touverson, That takes care of two sources. ‘The company’s 
own funds are not adequate and the investments are not attractive 
enough to outside capital, so you do not get any money there. 

Mr. Bawtry. That is quite correct, sir. 

Mr. Tciierson, Now then, one of the portions of the bill provides 
for tax deferment, and as I recall your testimony, vou said that in the 
final analysis the Government is losing nothing at all in the way of 
taxes, 

Mr. Battry, That is quite correct. 

Mr. Totterson. Would you mind just clearing that up a little bit 
for me ¢ 

Mr. Baitey. Exactly. The bill is based upon the simple premise 
of deferment. Since the discussion vesterday, [ took the occasion 
to consult Mr. Webster as to just exactly what we are talking about. 
Now, deferment is the act of delaying or postponing or to put off to 
some future time. What happens here is that you have a given amount 
of earnings of a company which are distributable as dividends, if 
you wanted to distribute them. You would be permitted under this 
bill to deposit those funds in an account, and within the period of 
> years maximum or 3 years normal for unsubsidized operators you 
must reinvest those funds in a new vessel. When you do reinvest 
the funds the amount of tax deferred funds is not included in the 
capital account of your vessel for depreciation purposes. ‘Therefore, 
during the whole life of that vessel you have a lesser deduction against 
the earnings of that ship and, therefore, a larger taxable amount and 
a larger tax to be paid. 

Now, if we are to assume a constant tax rate, the over-all result is 
that for the 20-year life of that vessel you pay equal installments, 20 
equal installments. of the tax which you did not pay when you im- 
pounded the funds and reinvested them in the new vessel. 

It is a little complicated, but that is the way the system works 
out. 

Without the deduction for amortization or for depreciation from 
the current earnings of the newly acquired vessel, you have a cor- 
respondingly larger taxable amount of earnings for that vessel, and 
those earnings when taxed, will pay the regular installments which 
you deferred at the time vou invested the funds. 

Is that clear, sir? 

Mr. Toruerson. Yes, I understand that. 

Now then the purpose of the tax deferment is to give you some 
capital which you do not have now to construct new ships or to re- 
convert them; is that correct / 

Mr. Batury. Yes, sir. As I tried to say yesterday, if the share- 
holder is willing to forego the distribution of those earnings as divi 
dends, then we contend that the Government can afford to forego the 
immediate payment of the taxes so that the whole sum will be avail- 
able for investment in the new ship. And the tax which is not im- 
mediately paid would, through the process we have just mentioned, 
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be paid normally in 20 equal installments during the life of the ac 
quired vessel, . 

Mr. Touuerson. Now, some of this tax arithmetic is a little bit 
difficult for me, but I think you have made it much cleaver than T had 
understood the problem heretofore. 

Then it would be safe for me to make the statement, if questioned 
about this bill, that in the long run the Federal Government loses 
nothing in the way of taxes / 

Mr. Baitey. That is quite correct, Mr. Tollefson. Deferment mean- 
postponement, and postponement in this instance means only install- 
ment payments of the tax that is deferred. 

As a matter of fact, 1f you carry that on to a longer-range basts, 
the Cre vernment gains by | because the new ly acquired tilhlts hot only 
pay the deferred tax but they begin to create other earnings which 
ere taxable. 

Mr. Totterson. Now some people may call 
program, In the correct sense of the word it is not a subsidy, 

Mr. Baimey. Mr. Tollefson. I looked up the word “subst 
just for fun. I like to know what Tam talking about be | 
talk if I can. 

Subsidy, according to Mr. Webster, is a grant of funds or prop 
erty from a government to a private person ¢ 
in the establishment or support of an enterprise 
to the public. 

Now in this mnstance there is ho oratit if it is defernm 
what the bill is, deferment, and I think the closest serutiny 
firm that if it is deferment, then it is not a erat. nid 
grant. it is not a subsidy. 

And as far as the statement that has been made some 
hidden subsidy, in the first place it is not a subsidy at 
deferment, which it is. 

In the second place, there is not anything hidden abou 
it is right out here mm cold print and has been sent to evel 
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ment agency, It Is set right out so any mah on horseback 
So there is nothing hidden about it. 

But vetting back to the basie principle this i ability 
owner to use these earnings to build the new ship and later 
taxes In installments, and it is not a subsidy because a subsid 
ora oft Or Sore thine toa COMPahy OF w@ person to crea 
In the } ublic interest. That is what the dictionary SaVS It Is. 

Mr. Touierson. T do not mean to give the impression that [ . 
epposed to subsidies in every instance. 1 feel there are instances 
Where it isadvisable in the national interest we do have some subsidies. 
I think yesterday you mentioned there were other subsidies. I do 
het know whether Vou had reference to the subsidies in the aericul 
tural program or not, but what you said was quite Interesting to me. 

Mr. Battery. Well, there are a lot of subsidies and there are a lot of 
tux incentives, too. 

Just to mention some here—the Congress has found that there 
ere certain industries that are entitled to tax incentives and that these 
are in the public interest. That must be the case, otherwise the Con 
gress would not pass and would not continue to support those policies. 

The oil and gas industry has a 27! percent deduetion from: its 
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eross. The sand, gravel, and stone industry gets 5 percent off 
gross. The coal, asbestos, tin metal and bauxite, get 15, sulfur 25 

Now, evidently the Congress considers that as a national policy 
such a support of these industries is in the public interest, otherwise 
there would not be any basis for having done that. Those are far more 
liberal than any tax deferment which we are suggesting, and we are 
merely suggesting postponement of the tax and installment payments 
in the same amount. 

There is ho place where exemption comes in. There is ho Way of 
avoiding or circumventing the tax liability in this bill. 

Mr. Totterson. Were you the witness that testified before our com- 
mittee 35 vears ago? 

Mr. Bainter. T imagine. I have been here. 

Mr. Toutterson. And said that the subsidy on Cheddar cheese was 
greater than the subsidy paid for me — ation / 

Mr. Battery. That is quite correct, sir, and that was a subsidy. Of 
COUPSe, the eg ating subsidy is a adhaiaies steagr Is paid to equalize 
your costs with the foreign government. It is a grant to bring you on 
tn equal competitive basis with your foreigner, That is a subsidy. 
Cheddar cheese is a production subs ily. as T understand it. 

Mr. ‘ToLierson, Just another question or two so that I vetia better 
understanding of the general coverage of this bill. 

Heretofore the financial assistance that has been made possible to 
companies through our Merchant Marine Act has covered only lines 
operating in certain scheduled routes. 

Mr. Battery. That ts right. 

Mr. ‘Totirrson. And it did not apply to anybody operating outside 
of those established routes. Is that true? 

Mr. Barney. That is true. Both the construction and the operating 
differential subsidies are restricted to vessels which operate over trade 
routes found to be essential by the Maritime Administration for the 
development of the foreign trade and commerce of the United States. 

Mr. ToLierson. Now this bill would go a step further, then, and 
cover ships that operate outside the established trade routes / 

Mr. Bainey. Only ns to the construction subsidy and only as to 
ships that are inthe foreign trade continuously. 

Mr. ‘TOLLEFSON. In the foreign trade and only with respect to con- 
struction 4 

Mr. Batrey. That is quite correct, s 

Mr. Touierson. Yes. 

Mr. Baitey. It puts the American ship in the foreign trade on an 

nvestment parity with his foreign competitor, But unless he operates 
over a fixed route he does not get oper ating par ity. 

Mr. Tetuerson. Now about those on the Great Lakes ? 

Mr. Barney. It would not apply to the Great Lakes, not bemg in 
the foreign trade, unless it was deemed to be from Chicago to Os! 
which would be in the foreign trade. But that question has never been 
raised. It is not intended to cover Great Lakes construction. 

Mr. Tounerson, That is all. Mr. Chairman. 

The Cnainman. Any other questions ¢ 

Mr. Auuen. Mr. Chairman ¢ 

The Cuatrman. Mr. Allen. 
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Mr. Auten. Mr. Bailey, there isa paragraph at the top of page 14 of 
committee document No. 17, which ends up with the sentence : 

Unlike the operating subsidies which must be repaid to the Government out of 
profits, no portion of these tax savings has been recovered or is recoverable so 
long as subsidized Operations continue. 

Would you look over that paragraph and explain to me whether 
there is a divergence between your views and the views of the 
Treasury / 

Mr. Battery. What page is that, Mr. Allen, please ¢ 

Mr. Antex. Page 14: the paragraph at the top of the page. 

Mr. Baitry. Yes. That is a question which has been considered for 
a long time, and what the Treasury is saying there is that the continu- 
ance of this philosophy of reinvestment on a tax-deferred basis the 
earnings of a vessel, if vou continued the reinvestment of it, that vou 
do not pay the tax until a much later deferred time. That is per- 
fectly true. 

For instance, you might take the money that vou have in a tax-de 
ferred fund and invest in the first vessel, and then, of course, her 
earnings are much greater because she has less capital base for depre- 
ciation, and her inereased earnings nay also be subjected to tax 
deferment. But there is a time. as in everything else, where it catches 
up with vou. There isa time when this vessel, whenever it is disposed 
of, or the business disposed of. or when the contra t expires, that it is 
conceivable that a vessel might be entirely acquired from tax deferred 
funds, in whieh event the full amount received for the vessel would be 
taxable at that time. 

There is a provision in the bill written by the Treasury Depart 
ment which says that in that event and at that time the tax liability 
Which has been deferred and has not vet been liquidated cannot be 
converted to the capital-gains tax but must be paid at the corporate 
fax rate. So that there is no means of reducing or minimizing vour 
tax liability | Vv the facet of the continued reinvestment in ship 

Now in the Merchant Marine Act as it stands today, under this 
section to Which the Treasury is referring, the law requires the sub 
sidized operators to deposit continually the depreciation of ete 
vessels, any proceeds from the sale of vessels, and any insurance in- 
Cemnities for loss of vesse Is. It also elves the pris ilege ot vane ne 
certain amounts which the Maritime Administration may find neces 
sary to build up its capital accounts to keep its fleet in order. 

Once those funds are put into this account they never can be taken 
out until the end of the contract, until the end of the business. 
They are always frozen into the business. 

In this matter of the continuing deferment, the tax collector and 
the undertaker are alike. You never can avoid either one of them. 
They will be waiting in the anteroom for vou at the end of the road. 
And when the end of the road comes and those ships are down to a 
ZeCTO bas Se, then vou pay the tax. VOU pay any unliquidated deferred 
taxes at the full corpor: ite rate at that time. 

Mr. Aunen. Does this statement of the Treasury present a hypo 
thetical situation that is not existent, or is it actually directed at a 
situation which is potentially with us? 

Mr. Bamey. Well, it is a situation which T think is hypothetical. 
Tt could exist. But we have had the act since 1936 and we have not 
had any such situation as that to date. 
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Now I think it is possible, but I think it is highly improbable. 
There certainly will be the replowing back, if you want to call it that— 
and that is what the tax deferment is, it is plowing back, in this case, 
of earnings on a tax-deferred basis, and the earnings of subsequent 
units can be so plowed back. But the effect of all of that is the con- 
tinued expansion of the merchant marine. I cannot imagine stock- 
holders of any corporation agreeing to take almost no returns on their 
investment and to have all of their earnings plowed back in such a 
manner as would be contemplated in order to bring about a situation 
such as the Treasury refers to, 

Mr. Anten. Now the matter of deferment brings me to another 
question for the purposes of anticipating some arguinent we might 
get into if this bill goes to the floor. Why is the deferment of cor 
porate tax with reference to merchant marine a good thing if it is not 
a good thing for all industry generally / 

Mr. Baiwrey. I think that is a very fair question, and. Mr. Allen, 1 
am not in faver of any special privilege group, and I do not think 
the merchant marine is one or should be one. But if any other industry 
can show the need, a situation, similar to what the merchant marine 
faces today, and if it can show the same advantage in the public 
interest and in the national defense interest, then I think it is entitled 
tothe same consideration. But [think it has to be examined carefully 
to see whether it can meet all the conditions and the factors that are 
present in this case, 

Now there are exceptions, as I pointed out in the statement to Mr. 
‘Tollefson a minute ago. in which certain industries are deemed to be 
more important inthe public interest and the national defense interest, 
wand tax incentives are given to those. And we have these other in- 





dustries we have mentioned. 

Now if any other industry can measure up to those same standards, 
then IT think they are entitled to the same consideration, but we have 
to besure that they measure up tothem. 

Mr. Anuuen. Thatisall, Mr. Chairman. 

The Craieman. Any other questions, gentlemen / 

If not. thank you very much, Mr. Bailey. 

Mr. Barney. Thank you very much, Mr. Chairman and gentlemen. 
Before T leave, Mr. Chairman, may IT say it has been called to my 
attention in my statement yesterday at page 18 there was an error in 
the title of the chapter. It read “Construction-ditlerential for recon 
structed vessels.” That is not the title that should be there. It is 
“Reconstruction or reconditioning of vessels with construction re 
serves,” 

The Ciaran. The reporter will accordingly note the correction. 

Mr. Battery. Thank vou. 

Mr. Snetery. Mr. Chairman, may Task one question ? 

The Coateman. Certainly. 

Mr. Surriry. Do vou think, Mr. Bailey. that enactment of this 
legislation will definitely increase construction of American vessels in 
American vards / 

Mr. Barney. Mr. Shelley, T most certainly do. The whole purpose 
of this bill, after 4 years of study, was to create an economic at- 
mosphere in which private enterprise could build and operate ships. 
It is the opinion of the industry that these conditions would stimulate 
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private enterprise operation. If we did not think so, we certainly 
would not be wasting our time and yours in coming here and asking for 
changes in the law—if we did not think it was going to result in the 
building of ships. 

I cannot tell you which company is going to build which ships in 
which vear, but it is very definitely the opinion in the industry that 
this will stimulate the building and that there will be more ships built 
under this law considerably than there would have been built if the 
law had not been passed. 

Mr. Suewiey. Perhaps I should have asked this question first, but 
just simply so that the record shows the thing completeiy for, shall 
I say, the edification and education of myself and other committee 
members—what is the roadblock or the hurdle in the way of American 
money building ships in American yards today ¢ 

Mr. Battey. Well, the roadblock of getting the money into the in 
dustry is the uncertain earnings of the American companies and, 
therefore, the instability of the dividend record as far as investors 
are concerned, 

We have found by experience that investors want a steady, regular, 
even if smaller, return. Many investors live on their dividends, and 
they have to have a certain income. Now, they would much rather 
have a certain income even at a smaller rate over a longer period, and 
they simply will not buy shipping shares because of the highly thie 
tuating character of their earnings. 

The record shows that in 6 years—I think I mentioned this vester- 
day—that the rails have increased 38 percent in 6 years, the value of 
rail shares; the value of industry generally, in the Dow-Jones aver 
age, supposedly a fair average, 33 percent. But in the last 6 vears, 
with the heavy cargoes moving in the international trade, the market 
value on the New York Stock Exchange of shipping shares has actu 
ally decreased. 

Now, it is not a market where we can go for money on an attractive 
basis. Therefore, we ask that we be allowed to use our own earnings, 
retain them in the business while we have them, buy the ship and put 
the ship to work, and that during the life of that ship. while she is 
working and creating jobs and supporting the economy and is avail 
able for national defense, that there be paid installment payments of 
that tax so deferred; and that there is no loophole in the law that 
permits evasion, and if there is any. it ought to be closed. 

Mr. Totterson. Mr. Chairman, I have another question. 

The Cuamman. Mr. Tollefson. 

Mr. Touurrson. Then behind all of this, is net the problem our 
inability to epmpete with foreign ship operators or shipyards’ In 
other words, foreign shipyards can build boats cheaper, ship operators 
can operate them cheaper. As to competition, our inability to com 
pete successfully is partially the basis for this legislation, is it not ¢ 

Mr. Baitey. That is quite correct, Mr. Tollefson. ‘The whole prem- 
ise of the 1936 act, which came from this committee under the chair- 
manship of our good friend Judge Bland, was parity. We can almost 
reduce it to one word—a parity of economic opportunity, ability to 
compete on an equal basis with foreign competitors. 

Now the living standards and the wage levels in foreign countries 
are not comparable to what they are in the United States, and there- 
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fore the cost of operating ships and the cost of building ships is corre- 
spondingly lower in those countries. We do not want to reduce Ameri- 
can standards, we want to maintain American standards; but in 
order to compete we must be in a competitive position. And the phil- 
osophy of the 1936 act is that the Government will take up that slack 
and will put the American shipowners on a competitive basis by ab- 
sorbing the difference between American and foreign costs on ships 
that operate over these routes. 

Mr. Totverson. Just for the sake of the record now, and going one 
step forward, Uncle Sam is interested in what ¢ 

Mr. Barney. Well, he is interested, as the act says in section 101 
specifically in a number of things. He is interested in providing a 
stable transportation system for the development of foreign trade and 
commer eof the United States. He is interested in having the proper 
types of units to support the military and to act as naval auxiliaries. 

He is interested in training seamen and officers so that when we get 
into an emergency we have the trained men to man the ships. [ do not 
care how fine your ships are, they are not any better than the men that 
man them, and unless they are trained they cannot perform their 
duties properly. 

Mr. Touirrson, In other words, it is in the national interest that we 
have a strong merchant marine ¢ 

Mr. Battery. In the national interest and in the public interest, 1 
think, sir, and that is what we are trying to measure up to—section 101 
of the Merchant Marine Act of 1936, 

We think we should have a merchant marine sufficiently large to 
carry half of our own commerce. We do not think that is an overam- 
bitious program. That is what most nations in the world are aiming 
at today. And if the interchange of commerce between the United 
States and any country is carried half in the ships of our flag we think 
that is only a fair proposition, We are not carrying it today. We are 
only carrying a little over a third in American flagships. 

Mr. Tontierson. I think maybe vou mentioned this, or at least one 
of the other witnesses did, that our shipbuilding program is lagging 
behind that of other countries. 

Mr. Burney. Yes. We are ninth in tonnage. We are fourteenth in 
the number of ships being constructed. T have the figures all here. 

We are behind Germany and Japan and Sweden and Norway. Of 
course Britain ts building almost one-quarter of all the ships being 
built in the world today in the shipyards, 

Mr. Touuterson. I have one other question which is not exactly per 
tinent and vet has some relation to the general subject. Are any of 
the foreign aid counterpart. funds being used for ship canstruction 4 

Mr. Bartry. We have thought a good deal about that, Mr. Tollefson, 
and they are. But the identification of their usage is very difficult. 
For instance, they may be applied directly to a ship that is being 
constructed or they may be applied to stabilize the economic condi 
tions in a country in permitting the diversion of funds which would 
otherwise be used to the building of ships. 

It is perfectly certain that the counterpart funds are stimulating 
the building of ships in shipyards in these countries, but to trace the 
funds directly into a ship or inte a shipyard is a little bit difficult, 
because usually they are used to take care of other expenses and other 
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conditions in the country, which permits the diversion of their own 
funds into these yards and ships. 

Mr. ‘Totuerson. The reason I asked the question—I had some in- 
formation the other day to the effect that our Navy Department. is 
interested in the construction of certain minesweepers or naval 
vessels abroad, not for our own use, but for foreign use, and I could 
not conceive of that being done unless they were counterpart funds 
that were being used and we were just checking on them through our 
Navy. Have vou heard about that ¢ 

Mr. Battery. No, I have not. 

Of course, conceivably it could be Mutual Security Aid, military 
security aid of that character, because we are giving all kinds of aid 
to those countries. We must conceivably be giving aid in the form 
of minesweepers or something of that character. We are giving them 
guns, ammunition, and all types of military support. That might be 
one of them. I have not heard of that specifically. 

Mr. ‘Totterson. Thank vou, Mr. Chairman. 

The Cnamman. Mr. Tkard. 

Mr. Ikarp. Mr. Bailey, I want to get back to this tax deferment. 
Assuming that it is conceivable to get a hundred percent of tax 
deferred funds in a particular vessel or vessels, then what effect will 
that have on the operation of your company ¢ 

I mean we all recognize that the tax bill is a pretty substantial 
part of any operating business and, as you indicated awhile ago, the 
day of reckoning will come sooner or later, What will happen to the 
company if they should get in that position taxwise? LT mean, is 
that going to be too great a burden on them 4 

Mr. Battey. No, because the profits as of that vear are correspond 
ingly increased by the lesser deduction permitted for depreciation. 

Mr. Ik unp. As protits vo Up, taxes go up. 

Mr. Battery. I have just as much difficulty with tax language as 
you do, Mr. Congressman. T think there is nothing more complicated. 
I think IT understand the objectives and [understand what we are try- 
ing to do. 

Mr. Ikarp. Yes. 

Mr. Battey. When I tried to read the language which our tax 
lawyers draw for me, Thad the same difficulty. 

But what happens here is, if vou do build a vessel entirely from 
tax-deferred funds on your hooks for amortization or de} reclation, vou 
have a zero base. 

Mr. Ikarp. IT understand: yes. 

Mr. Barey. Allright. Now, supposing that vessel earned S100,000, 
just to use some figure, ina vear, and she might normally have $50,000 
depreciation: therefore, she would have 850,000 protits which would be 
taxable, 

Mr. Ikarp. That is right. 

Mr. Baitey. This vear she has no deduction: so, she has S100,000 
which is taxable, and half of it represents the deferred taxes which 
otherwise you would not have to pay. 

Now you have a larger profit 

Mr. Ikarp. That is not my problem. T understand that, but here is 
my question: What is the very thing that vou outline, if that should 
occur, oing to do to Shipping Co. i we W il] say, eashwise and just 
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from a practical operation standpoint? Are they not going to be 
worse off then, or will they be worse off than they are now where they 
do have the benefits of their depreciation ¢ 

Mr. Battery. No; you would not be because the vessel, as of this 
year, would have a larger earnings because of there being no deduction 
from those earnings on account of amortization. 

Mr. Ikarp. Now, I understand, but suppose the earnings were 
limited. I mean just by the nature of the vessel. 

Mr. Bainry. You mean if the vessel did not have sufficient earnings ¢ 

Mr. Ikarp. Well, that is conceivable. Or because of the nature of it. 
I know very little about the shipping business, but I assume there are 
vessels where, just like in any business, to capacity there is a ceiling 
pretty well on its earnings. In other words, you know as long as the 
rates remain constant pretty well what earnings a given vessel will 
have: do you not? Can you not project that into next year, say, assum- 
ing certain factors are there ? 

I know it is a highly speculative business, but do you know what 
your revenues or rates will be ¢ 

Mr. Baitry. Well, we do project them. 

Mr. Ikarp. Yes. 

Mr. Battery. But, as we have tried to say, the cycles of business in 
shipping are so fluctuating that we do not find our projections are of 
any great value to us. 

Mr. Ikarp. I understand that. 

Mr. Battery. We naturally assume certain things, but whether we 
measure up to those or exceed them, it is very difficult for us to say. 

The payment of this 5 percent or one-twentieth installment of the 
deferred taxes year by vear through the life of that vessel, in our 
opinion, could not be any financial burden upon the company at the 
time the tax installment 1s due. 

Mr. Ikarp. ‘That is my question. 

Mr. Bainry. Because it is reduced to that. There are 20 of those 
installments, and we do not anticipate that would be any burden upon 
us. 

Mr. Ikarp. That is the question T had in mind. 

Mr. Baitry. To meet that 5 percent of the deferred tax each year 
during the life of the vessel. 

Mr. IKarp. That is the point I had. 

Mr. Baitey. Thank you. 

The Ciaran. Any other questions, gentlemen, before Mr. Bailey 
retires again ? 

Thank you so much, Mr. Bailey. 

Mr. Battey. Thank you very much, Mr. Chairman and gentlemen. 

The CuatrmMan. Is Mr. Ketchum here? Please come forward. 

Will vou give your name and affiliation, Mr. Ketchum, please / 


STATEMENTS OF OMAR B. KETCHUM, DIRECTOR, VETERANS OF 
FOREIGN WARS, NATIONAL LEGISLATIVE SERVICE; AND HUGH L. 
McARTHUR, CHAIRMAN, NATIONAL MARITIME COMMITTEE, VET- 
ERANS OF FOREIGN WARS 


Mr. Kercuum. Mr. Chairman and members of the committee. my 
name is Omar B. Ketchum and I am the director of the national legis- 
lative service for the Veterans of Foreign Wars of the United States. 
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This morning, Mr. Chairman, I would like to present to the com- 
mittee the gentleman who will handle the statement for the Veterans 
of Foreign “Wars. The statement was initially prepared in my name 
because we were not certain that the chairman of our national com- 
mittee could be here for the hearing, but fortunately it worked out 
he flew up here on an overnight plane. He is here this morning to 
present our statement, and IT want to present to the committee Mr. 
Hugh McArthur of T: amipa, Fla., who is the chairman of the VFW 
National Maritime Committee, 

Mr. MeArthur, with your permission, will make the statement for 
the Veterans of Foreign Wars. 

The Cuamman, Thank you, Mr. Ketchum. We are glad to have 
both you and Mr. McArthur and will be glad to hear from Mr. Me- 
Arthur. 

Mr. McArruvr. Thank you, Mr. Chairman. 

Mr. Chairman and members of the co coalition. I am grateful for 
the opportunity and privilege of ap pearing before your committee 
as the spokesman for the Veterans of Foreign Wars of the United 
States. Our organization, ais ay may well recognize, is composed 
of men who have served in the Armed Forces of the United States 
on foreign soil and in hostile waters during wartime. I appreciate 
the opportunity to present our views with respect to the develop- 
ment and maintenance of the Merchant Marine. 

The Veterans of Foreign Wars is intensely concerned with 1) itional 


security, 

Specifically, by way of evidence that our appearance here this 
morning is not merely a token ais arane a blanket end ~ement 
of a principle that is not vitally related to the ‘problems of Veterans 
of Foreign Wars as an organization and as members, I would like 
to quote briefly from a statement made by our legislative counselor 
and director, Omar Ketchum, before the Senate Interstate as | 
Foreign Commerce Committee as to Senate Resolution 50 and S. 
2786 in February of 1950. The quotation is very brief, but I believe 
it is apropos that we interpose that here this morning. (Reading:) 

The Veterans of Foreign Wars cousists today of approximately 114 million 
veterans of our Nation’s wars and recognized campaigns. A f cur members 
have traveled as soldiers, sailors, or marines beyond the seas in furthe nce 
of our nationai security. The great majority of these linded on foreign soil 
from the decks of vessels of the American merchant marine. 

We appreviate, therefore, the need for fast, efficient, and safe troop trans- 
ports and cargo ships and tankers to provide the enormous logistical support 


required in oversea operations. 

To be quite factual, gentlemen, é pproxiately oo) pereent plus of 
our 114 nullion veterans traveled to or returned by way of surface- 
water craft during the last war. 

That is the reason for our interest, together with the matter of 
whether or not in the event of a future war our citizens and future 
members of the Veterans of Foreign Wars will be required to again 
travel in the rat-infested ships with inadequate 5 quarters 
and : subj ject to a loubtful sanit: uy conditions afores aid bee use ot an 
emergency. 

It does not seem likely that we will ever be r equired to defend our- 
selves from attack by any nation in this abe here. That is pro- 
phetic, of course, and we hope it is true. 

98380—52——_9 
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Our enemies are the Communist states of Europe and Asia. In the 
next war, if it comes, the initial land attack by these enemies will no 
doubt be directed at our friends and allies in the same area. In other 
words, we will again be fighting on foreign battlefields thousands of 
miles from our sources of supply. 

Here I would like to again point out that we are directly interested, 
because the statistics as we have found them—and apparently un- 
questionably reliable—are that during the last war 98.3 percent of all 
men and materials of war were transported by watercraft. Only the 
remaining balance were transported by air. 

The srefore, it is not that we of the Veterans of Foreign Wars have 
a preference as to any means of transportation—land, water, sea, or 
air—it issimply that we are more directly concerned with this problem 
that is facing this honorable committee in the matter of this Senate 
bill 241. 

To assist our allies in the common struggle against the common 
enemy, to keep the conflict from our own shores, to protect the far- 
away places of strategic importance, requires transportation on the 
water of millions of men and huge quantities of material. We have 
recognized that such transport problems require control of the seas. 
To that end we have built the largest and most powerful Navy the 
world has ever seen. We have done this at a cost of many billions of 
dollars. How futile this all will have been if we do not have the 
cargo and troop ships to use the seas we have spent so many billions 
to control. 

Ships required under present conditions cannot be built in 30 days as 
were the Liberty ships of World War II, or, of course, even the old 
Hog Islanders, most of them having been completed after World War 
I, and only one, I believe, having been completed in time to be of use 
there. Present conditions require fast transports, tankers, and cargo 
vessels that cannot be built ina short time. It is apparent that we are 
now ina position of grave danger from the inadequacy of our present 
merchant fleet. It is also apparent that the required vessels must be 
built in American shipyards; otherwise, we will become dependent on 
foreign vards which are vulnerable to enemy attack. 

That is just exactly what happened in World War I. We avoided 
toa certain extent the same thing before World War II, and we want 
to avoid it LOO percent if there is another war. Such a shortsighted 
pohiey would result in the disintegration of the American shipbuilding 
industry. The skilled labor force required to operate our shipyards 
would soon be absorbed by another industry. It is very likely that 
time would not permit the recruitment and training of a new labor 
force required to man our own idle vards. We would thus be prevented 
from defeating the enemy on foreign battlefields; our allies would 
probably succumb to enemy attack, and we would be confronted with 
the problem of keeping a larger and more powerful enemy from our 
shores, 

Our organization was so concerned with the necessity for main- 
taining an adequate merchant marine that the last n: ational encamp- 
ment held in New York City, August 26-31, 1951, in addition to ere- 
ating this committee, adopted a resolution calling for a merchant 
marine sufficient to carry at least half of our foreign commerce and all 
of our domestic commerce. Such a fleet can only be operated under the 
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American flag with Government assistance for the reason that foreign 
wage scales and other operating costs are much lower. We therefore 
approve of the so-called operating-differential subsidy and the con- 
struction-diflerential subsidy as a necessary means of building an 
adequate American merchant marine. 

And I might interpolate here—also, in protecting our own laborers 
at the present time and developing skilled laborers in that field of 
essential construction. 

I wonder, however, if “subsidy” is the correct word to use, for 
certainly every citizen is an equal beneficiary of our national security. 

There are provisions in this bill which grant tax privileges to ship- 
ping companies by deferment of normal taxes and surtaxes on earn- 
Ings that are deposited in a special reserve fund to be used for re 
placement of vessels. I do not consider myself, and our committee 
does not deem itself, sufficiently expert in such matters to oifer the com- 
mittee any technical advice on these provisions of the bill: however. 
if the committee feels that these provisions are likely to create appo- 
sition and a veto, then, perhaps a simple amendment is in order. 

I understand, our committee understands, that the President. is 
opposed to a certain extent to sections 1, 2, and 4. and we only com- 
ment that we are hopeful that something, if passed by this honorable 
committee, will certainly meet with the approval of the President. 
You gentlemen of this committee, I am authorized to tell vou by 
Mr. Ketchum, will have our support fully, 1f the bill is passed by this 
committee, if we may be of any humble assistance before the Hen 
or later. 

I am sure it is not intended by anyone that shipowners and opera 
tors should never pay Federai taxes. It is our understanding that ‘leet 
operators are only asking to be permitted to retain enough of their 
profits ina reserve for replacements and expansion and that it is purely 
a tax deferral, not an avoidance. 

Irom a practical viewpoint, as we see it, the shipping company that 
asks for deferment today may actually be taxing itself at a later date, 
because, as I understand it. they will pay the taxes on a higher scale 
if income taxes as to this are increased. 

However, to guard against possible abuses of the tax privileges, a 
simple limitation amendment could be added to authorize the Mari 
time Administration or the Maritime Board to find and determine thy 
maximum amount which could be deposited in each case in thes 
special reserve funds. It seems to me that the authority to determine 
such a maximum, based on the requirements of capital necessary 1 
maintain the fleet within the desired limits, could not be subjeci 
valid criticism. 

If this bill is favorably reported by the committee, the Veterans 
of Foreign Wars will urge its prompt approval by the House and 
the President so that we will be no longer delayed in the building of 
a merchant marine of the size and type our national interest requires. 
The provision in the bill reducing the eligible trade-in age of obsolete 
vessels from 17 to 12 years should result in an immediate shipbuild 
Ing program properly spaced and phased over a period of vears. Tt 
should result in an orderly program bringing greater stability to the 
industry and greater uniformity to our merchant fleet. We hope it 
will come in time to prevent a repetition of the conditions of World 
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War TI and World War IT which required the transportation of mil- 
lions of men in overcrowded, slow, and makeshift transports. 

And I might say sometimes freighters and even tankers during ~~ 
last war In an emergency transported on deck veterans oversea 
Such conditions can only ‘be justified by necessity and the nec may 
will not exist if we now use reasonable foresight. 

In conclusion, I should like to say that we have endeavored to be 
objective in our approach to this bill, and I hope our objectivity has 
net been overcome by our intense interest in national defense. Vari- 
ous departments of the Government have made recommendations on 
the bill, and I assume they also have endeavored to be objective, but 
{ should like to point out that these departments have special func- 
tions and purposes. I am sure every member of this committee and 
our military leaders are anxious and willing to provide an adequate 
merchant marine through this legislation. 

Like us, you and our military leaders are concerned with having 
the facilities to do a national security job. Other agencies and de- 
partments view this legislation in the light of their particular fune- 
tions and responsibilities. It is the function of the Treasury to col- 
lect taxes. The Bureau of the Budget and the Comptroller General 
inust necessarily take a specialized current fiscal approach. None of 
them have the responsibility of putting men and materials overseas to 
wage a war and support our naval and military logistics. If they did 
have, it would undoubtedly be reflected in their recommendations and 
to that extent their views would probably be altered. Consequently, 
views and attitudes must be evaluated in the climate of functions and 
responsibilities, 

In reference to that particular phase, it might be noted, without it 
necessarily being a recommendation, but observed, as to section 2, 
where the present bill as passed by the Senate provides that pur- 
chases of passenger vessels under the Merchant Marine Act of 1936 as 
amended here would be able to limit its responsibility to that vessel 
alone insofar as the mortgage or liens which otherwise would be 
against it rather than the entire assets of the corporation. 

I wonder, in the light of our past experiences as veterans of foreign 
wars and having to travel aboard freighters and having to depend 
upon modern freighters to get the matériel and ammunition and 
otherwise to us, if it might not be appropriate for the Veterans of 
Foreign Wars to suggest the question: Why not also include 
freighters ¢ 

The Veterans of Foreign Wars urges you to report this bill, and 
we thank you for your kind attention this morning and the privi- 
lege of attending. I personally am very happy because I see several] 
pleasant opportunities of renewing some old friendships. 

The Crarman. Thank you, Mr. McArthur. You may be sure 
that the views of the Veterans of F oreign Wars will be given serious 
consideration by this committee and, I think, all other Members of 
the Congress. 

With reference to your proposed amendment just mentioned, would 
you care in the course of a week or so to submit some form of that 
amendment 4 

Mr. McArruvr. Yes, sir, ] would be happy to. 

The Cnamman. For the consideration of the committee ? 

Mr. McArrucr. Yes. 
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The CHamrman. We would be glad to have it, sir. 

Mr. Kercuum. I do not know whether Mr. McArthur made it as 
much as a definite recommendation or a suggestion for the committee 
to consider. But, however, if you would like to have a specific and 
concrete amendment, I am sure we can have it for you within a few 
days. 

The Cuamman. We would be glad to afford the opportunity for 
Mr. McArthur to present it if he desires to do so. 

Mr. Kercnum. Yes. 

And then I think you will reeall, Mr. Chairman, we made a sugges- 
tion about the possibility of another amendment to this bill with re- 
spect to placing some of the profits in a special reserve fund—that 
if there is apprehension that too much money might be deposited 
in the reserve fund, a simple amendment giving control of that to 
either the Maritime Administration or the Board could possibly be 
added to the bill to allay any fears or apprehensions on that particular 
score. 

The Cnamman. If you care to suggest a specific amendment, we 
would be glad to receive that also. 

Mr. Krrentum. Then before we close, Mr. Chairman, we have a 
telegram here. If there is no objection I would like to have the 
telegram inserted in the hearing records during our appearance before 
the committee. It is from one of the members of our National Mari- 
time Committee from New Mexico, and it is a very stirring telegram. 

New Mexico is an inland State, and they are very much concerned 
with an adequate merchant marine. Ithought it was so pertinent that 
] wanted to ask the committee’s permission to insert this telegram in 
the record. 

The Cuairnman. It might be well if you read the telegram, and it 
will be inserted. 

Mr. Kercenum (reading) : 

Veterans of Foreign Wars, Department of New Mexico, and all New Mexico 
stand fast behind you in your support of S. bill 241 and urge and encourage 
you to use all Veterans of Foreign Wars persuasion possible to bring about the 
passage of this measure without changes other than in an upward direction. 
Too long has our merchant marine been the orphan in the storm. Our national 
security needs and demands the enactment of this measure. 

It is from Roger C. Schenck, Chairman of the Maritime Committee 
of our organization, and the New Mexico member of the National 
Maritime Committee of the VF W. 

The Cuairman. Is it addressed to Mr. McArthur? 

Mr. Kercuum. It is addressed to Mr. McArthur and sent here in 
care of the committee, and your general counsel kindly referred the 
telegram to me so we could present it in our appearance before the 
committee. 

(The telegram is as follows :) 

ALBUQUERQUE, N. Mex., April 21, 19852. 
Hon. Hucn McArtHur, 

Chairman National Maritime Committee Veterans of Foreign Wars of 
United States care Hon. Frances T. Still House Committee on Mer- 
chant Marine and Pisheries, room 219, House Office Building, Washing- 
ton, D.C.: 

Veterans of Foreign Wars Department of New Mexico, and all New Mexico, 
stand fast behind you in your support of S. bill 241 and urge and encourage you 
to use all Veterans of Foreign Wars persuasion possible to bring about the pas- 
sage of this measure without changes other than in an upward direction. Too 
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long has our merchant marine been the orphan in the storm. Our national 
security needs and demands the enactment of this measure. 
Rocrer C. SCHENCK, 
Chairman Maritime Committee Veterans of Foreign Wars in New Mexico, 
Vember of the National Maritime Committce Veterans of Foreign 
Wars. 


The Cuaiman. Any questions, gentlemen? 

Mr. Allen. 

Mr. Atten. Mr. McArthur, do you have any estimate coming from 
any survey as tothe percentage of the men who went overseas who were 
carried in ships never intended to carry passengers, of the men who 
were carried in the freight holds of ships, and conditions of that sort? 

Mr. McArruur. Sir, there is no actual survey, and as far as I know, 
no reliable statistics available to the percentage who actually went 
in what we might call rat holes or inadequate facilities either as to 
sleeping or sanitation or otherwise. 

Insofar as the statistics about the services overseas, I do not believe 
that was a part of your question, but that could ap easily and reliably 
proved we have no doubt, as to the 99 percent easily of our members 
of one and a quarter million having traveled from or returned to the 
United States by way of vessels of the merchant marine. As to the 
logistics, as far as the transportation of men and materials over all, 
that was quoting directly. do not have it here now. 

While I was during the war assigned at one time at the latter part 
of the war to the M: ikime C ommiission here, I had occasion in sitting 
on President Roosevelt's postwar planning conunittee to have those 
facts presented to that committee, sir, and I have those available in my 
records, but I did not bring them up this morning. 

As to your specific question about what percentage actually was 
either transported abroad or returned, as to inadequate facilities 

Mr. Kercnum. Fifteen percent. 

Mr. McArruvur. You say 15. Fifteen to twenty percent would be 
avery fair estimate, sir. 

The Cuatrman. Any other questions of the gentlemen present ? 

Mr. Bennerr. Mr. Chairman. 

The Cuamman. Mr. Bennett. 

Mr. Bennetr. Before I ask a question, 1 would like to say this gen- 
tleman is a lifelong friend of mine, and I know personally of the 
wonderful work he has given to the merchant marine and maritime 
affairs. 

I would like to ask if you know of any statistics on the number of 
American boys that were carried in the Jast vear in foreign bottoms 
Have you any information on that ? 

Mr. McArtuer. Mr. Bennett, | would like to work that up for the 
committee and give you a final report, but I have a very definite opin- 
ion on the subject ; That a large majority of our boys were transported 
overseas in foreign bottoms during World War I. And due to the 
foresight of this committee that did not oceur in World War IT. 

ve the estimated percentage you are asking for would be close to 
3514 percent, Mr. Bennett. 

Mr. Bennerr. Even in World War IT? 

Mr. McArruur. Yes, sir. 

The Cuatrman. Now Mr. Weicliel. 
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Mr. Wercuex. In your statement, Mr. McArthur, I understood— 
maybe I did not get it just right—but you said we spend so much to 
have control of the seas. You mean control of the seas froma military 
standpoint or a merchant marine standpoint ? 

Mr. McArruvr. From a naval viewpoint. 

Mr. Weicuzt. You did not mean the merchant marine ? 

Mr. McArruvur. The military viewpoint over all. 

Mr. Weicuen. I mean we are talking about the merchant marine. 

Mr. McArruvr. No, sir; we did not have that in mind. 

Mr. Weicuet. What I was getting at—during World War I this 
country had 55 million deadweight tons of shipping and before World 
War II we had about 10 million privately owned. 

Mr. McArruvr. Yes. 

Mr. Weitcuev. And since the war is over every effort has been made 
to build up the merchant marine of every country in the world. Did 
you know that ? 

Mr. McArrucr. I understand that. Thank you for bringing that 
out. 

Mr. Weicuen.. And with reference to your statement—I did not hear 
all of it—the things you have pointed out are well said. 

This committee when Mr. Hoffman was head of EC A—had to pass 
a law in Congress to direct the ECA to haul at least 50 percent of what 
we were giving away in American ships. Do you remember that / 

Mr. McArriur. Yes, sir, very well. 

Mr. Weicuen. All right. Then Mr. Hoffman appeared before 
this committee and said he did not do it. And the reason he did not 
do it he said was he thought it was his duty to build up the merchant 
marine of the other countries and build it up for England and 
Sweden and all of those countries. 

It was pointed out to him then—and that was nearly 2 years ago— 
that the merchant marine of Great Britain before the war was about 
20 million deadweight tons and at the time Mr. Hoffman was trying 
to build up the merchant marine of Great Britain they already had 
2414 million tons. 

We asked him what he thought he was building, and he said they 
did not have anything to haul with so he was going to give them some- 
thing to haul—at the same time 50,000 American seamen were on the 
beach. 

Now T would like to know what help the Veterans of Foreign Wars 
would give us to get the administrative side of the Government to 
carry out the laws that we have passed. You have heard about that, 
have you not ? 

Mr. McArtrucr. Yes, sir; I have heard about it. 

Tam going to ask Mr. Ketchum to give usa little something specific, 
something concrete. 

I would first like to observe that philosophy, which I just heard 
from you this morning, was the ECA’s director’s recommendation to 
this committee, or observation—that is a philosophy that you may well 
check was contained in a speech made some few years ago before 
Georgetown student body out here by a gentleman whose doctrines, 
their influence, since has been somewhat reduced, if not repudiated. 
Mr. Henry Wallace made a speech at Georgetown before the student 
body there in which he advocated just such a philosophy. 
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Mr. Wercuer. The administrative side of government did that very 
thing. After we passed the law, they would not even haul them. It 
was said right in this committee. Mr. Hoffman said he was doing that, 
that he was building it up. That is in the testimony that was trans. 
scribed here, 

Then after we made him make reports, he still did not do it. 

You mentioned the Comptroller General. Just before Mr. Hoffman 
resigned from ECA, or just afterward—he had it well-timed, I 
think—he resigned on Thursday from ECA and on Friday the Comp- 
troller General came out, after all these hearings and after him saying 
he was building it up, and at these hearings where he was supposed 
not to do that—the day after he resigned the Comptroller General 
reported that he gave away something like $5 million to subsidize the 
British passenger ships as they came into New York, as he said, be- 
cause it cost more money to buy their supplies over here. 

I was wondering if the Veterans of Foreign Wars could help us 
with the administrative side of the Government so that after we pass 
the laws we could get them to do something to carry them out. 

I do not believe in building up the British Merchant Marine. May- 
be it is 27 million deadweight tons. Ours, privately owned, is back 
somewhere around the 10 million deadweight tons again, just about 
one-fifth. 

So we will welcome that help if you can get them to carry it out 
after we pass the laws. 

Mr. Kevcuum. About all we could do in that, Mr. Weichel, would, 
of course, be through publicity and protest to the administrative 
branch of the Government if they were not carrying out the intent of 
the Congress. 

[ think you well appreciate it would be rather difficult for us, as 
one organization, to force the executive branch of Government to fol- 
low the clear-cut. mandates of the Congress. 

Mr. Weicuer. I appreciate that. But it is on something like this 
various organiz: ations can help 

Mr. Kercuuw. That is all we can do. 

Mr. Weicner. We can pass all the laws we want, and if they do not 
carry them out it does not mean anything. 

Mr. Krercnum, Mavbe you ought to put some fpecipeanion teeth 
in the law prov iding that unless the provisions of it are carried out 
they will be subject to some sort of discipline. 

Mr. Wetcnen. I would like to have some suggestions on that dis- 
ciptine, if you could. I have been on this committee some little time 
and I have not found any way, or nobody has suggested any way, 
whereby we could discipline the executive side of the Government 
to have them just carry out the simple laws as passed by Congress. 

Mr. Kercnum. IT might say, Mr. Weichel, we have a little difficulty 
in other things we are interested in. Sometimes in the enactment of 
the veterans’ laws we are suspicious that the agency administering 
them does not always follow the intent of Congress. But all we can 
do is to squawk our heads off about it and go back to Congress and 
try to get it clarified and try to get some enforcement teeth written 
in the law, which sometimes is rather difficult to obtain. 

Mr. Wricnen. That same suspicion is here with reference to the 
administration of the shipping laws—not only suspicion, but it is 
actual. So I appreciate what you have in veterans’ affairs. So any 
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help you can give I would appreciate, You say by publicity and by 
squawking. We would be glad to see those squawks come publicly— 
just like the one giving Great Britain, with more deadweight tons 
than we have—help with our money, and when we try to stop it, they 
give it away otherwise. 

If you have any suggestions with reference to amendments to this 
bill as to how to do that, we would be glad to have it. I would welcome 
it as one member of the committee, and I am sure the rest of the 
committee would, if you could give us something like that. 

The Cuairman. Any other questions, gentlemen ? 

Thank you both. 

Mr. McArrnur. Thank you, Mr. Chairman. 

Mr. Kercnum. Thank you, Mr. Chairman. 

The Carman. Mr. Macleay. 


STATEMENT OF LACHLAN MACLEAY, PRESIDENT, MISSISSIPPI 
VALLEY ASSOCIATION 


Mr. Macieay. My name is Lachlan Macleay. 

I am president of the Mississippi Valley Association which is a 
voluntary nonprofit organization with membership in 23 States in 
the Middle West and South, served by the Mississippi River and its 
tributaries. The objects and purposes of the valley association as de- 
clared in its charter are “to promote and encourage the development of 
industry, commerce, and agriculture in the Mississippi Valley.” The 
association was organized 33 years ago. Its headquarters are in St. 
Louis, Mo., and it has division offices in Omaha, Nebr., and Chicago, 
I1l., and an office in Washington, D.C. Its membership is principally 
composed of industrial, commercial, mining, and agricultural in- 
terests who are shippers and it is generally recognized throughout 
the Middle West and the South as a shippers’ organization. 

For the past 30 years the Mississippi Valley Association has been 
very much interested in the development of an adequate American 
merchant marine to serve the commercial and national defense needs 
of our country. In the past we have appeared frequently before this 
committee in support of legislation to that end, 

I want to read into the record a resolution unanimously adopted at 
the thirty-third annual convention of the Mississippi Valley Associa- 
tion in St. Louis, Mo., February 12, 1952: 


MERCHANT MARINE 


The continuing grave international situation, particularly our greatly in- 
creased mobilization and our continually larger participation in the Korean 
conflict and in rearmament programs abroad, reemphasize the necessity for 
keeping strong and well-balanced the fourth arm of our national defense, the 
American merchant marine. 

The United States continues to face a serious deficiency of fast passenger 
vessels speedily convertible to troop transports. ‘To remedy this and to provide 
the additional fast cargo vessels required for our commercial and defense re- 
quirements, there is needed a strong national maritime policy, properly imple- 
mented by specific legislative provisions, To remedy these deficiencies, we urge 
and recommend that there be promptly enacted a long-range legislative program 
designed to: 

(a) Encourage private enterprise to build, operate, and maintain fast pas- 
senger-carrying vessels for both our commercial and defense needs; 

(4) Guarantee an orderly replacement program for all types of American 
merchant vessels by adequate trade-in and building provisions; and 
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(c) Clarify the 1986 Merchant Marine Act so that Government agencies man- 
dated by the Congress to promote and encourage an adequately privately owned 
and operated merchant marine will be able speedily and efficiently to administer 
the Jaw in such fashion as to implement properly the national transportation 
policy. 

We believe that in the light of world conditions, our reliance should not be 
placed largely upon foreign shipping for our national security, but upon the 
American merchant marine; and that to encourage such a fleet the Armed Forces 
should make the fullest use of American shipping services. 

We urge support for the policy of our Government in granting financial aid for 
the operation and maintenance of regularly established United States flag-liner 
cargo and passenger services, To carry out this policy the contracts between the 
Government and the operators of our merchant services should be fulfilled, with- 
out the imposition of restrictive provisions from time to time, which impair the 
ability of the Government to carry out its obligations. 

We recommend that in the event of total mobilization, the merchant marine be 
placed under jurisdiction of a National Shipping Authority, and that officials of 
United States steamship lines, with their experience and knowledge, participate 
in the operation of such an Authority. Further, that priorities for ship repairs 
and maintenance, and deferments from military service for personnel in critical 
maritime occupations, be provided through such an Authority. 

We recommend that policies expressed in peace treaties and trade agreements 
with foreign nations, which bear upon their merchant shipping, should be based 
upon the policies governing the American merchant marine, and should provide 
protection to our merchant marine against discriminatory practices, particularly 
with respect to the securing of cargo. 

We pledge our active support to the promotion and maintenance of a strong, 
well-balanced, privately owned and operated United States merchant marine to 
provide the shipping services essential to our business and agriculture, and 
thereby be immediately available for our national security. 

We hope your committee will act favorably upon S. 241. 

The C MAN. Mr. Macleay, would you elucidate the state- 
Phe Cuarman. Mr. Macleay, would you elucidate upon the sta 
ment on page 8, the last sentence in paragraph 2, and specify if vou 
can—I realize that this quotation is not your own composition but 
rather of 2 committee of the association you are speaking for—but 

specify what policies you refer to there. 

Mr. Macrieay. This resolution was written and adopted by a reso- 
lutions committee consisting of some 22 or 23 men from all over the 
country. 

The Cuamman. IT understand that. I have already stated that. 
But you speak in the resolution about possible policies that interfere 
with contracts between the Government and the operators of mer- 
chant services, and IT would like if you are able to do so, if you would 
point out just the nature of those policies. 

Mr. Macieay. I am afraid that IT am not able to do that. IT am 
not able to point out what the committee had in mind with regard to 
that statement. 

The Cuamman. Any questions, gentlemen ? 

Mr. Weicnext. Mr. Chairman. 

The Cnamman. Mr. Weichel. 

Mr. Wetcuen.. You heard me here a few minutes ago. You are 
saying with reference to our Government dealing with foreign na- 
tions, that we get sufficient cargoes and shippers or importers use 
American flagships. 1 do not know how vou can do any such thing 
when the Government itself in shipping its own cargo gives it to 
foreign nations, and when vou pass a law that they have to carry 50 
percent of it in our ships and they do not do it, I do not know how 
you can get that sort of thing. If you have any ideas to tell the eom- 
mittee, we would be glad to listen. 
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Mr. Macieay. We are protesting vigorously and publicly against 
the ECA giving more cargo to foreign ships than to American ships 
when they are directed to give it to American ships. Now beyond 
protesting, we cannot do any more than any others. 

Mr. Wercuer. You would not think we would have to pass a law to 
get the Government itself to help its own people; would you? 

Mr. Macteay. You cannot do that, of course. 

Mr. Weicnen. That is what we did. 

What do you mean by a National Shipping Authority? Could you 
tell us about that 4 

Mr. Mactray. The committee had in mind in case of an all-out 
war that some group should be set up within the Merchant Marine 
Board, Maritime Board, the Maritime Commission, to handle and di- 
rect the shipping so that there would be an authority with the direct 
power to allocate vessels and handle the thing successfully and properly 
and implement the whole thing without a lot of confusion. 

Mr. Weicuev. Well, they had that in World War IT. 

Mr. Macieay. Yes; that is what they had in mind, something simi- 
lar to that, only if possible, better than we had in World War II. 

Mr. Wertcurn. Do you have any definite ideas that would correct 
the abuses of such handling in the last war of shipbuilding and the 
operation as it was done, where the books were out of balance some 
$7 billion by June 30, 19434 Do you have any suggestions to help 
us with it ? 

Mr. Maciray. That is a superman’s job and that is a very tough 
proposition. 

Mr. Weicuen. Well, I was wondering if you had any plans, any 
suggestions, or amendments. 

Mr. Mactray. We will cooperate with the committee and with 
any proper agency in helping to do that. We will be very glad to 
do it. 

Mr. Weicner. Do vou have anything to offer? 

Mr. Macieay. Nothing definite at this time. 

Mr. Weicnen. O. K, 

The Cuamman. Any further questions, gentlemen ? 

Thank you, Mr. Macleay. 

Mr. Macrteay. Thank you. 

The Cuamrman. Mr. T. J. McCarthy. 


(The following letter was later furnished for the record :) 


MISSISSIPPI VALLEY ASSOCIATION, 
St. Louis, Mo., April 24, 1952. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
Old House Office Building, Washington, D.C. 

Dear Mr. Harr: I am very sorry that when you asked me to explain the 
following sentence in the resolution adopted by the Mississippi Valley Association 
which I read into the record yesterday: “To carry out this policy the contracts 
between the Government and the operators of our merchant services should be 
fulfilled, without the imposition of restrictive provisions from time to time, 
which impair the ability of the Government to carry out its obligations.” I was 
not sufficiently certain of just what the committee meant to make a factual 
reply and had to tell you that I did not know. 

I have checked the matter now with members of the committee and I find that 
what the committee had in mind was the writing of restrictive legislation into 
appropriation bills by the Appropriations Committee of the House. In the 





134 LONG-RANGE SHIPPING BILL 


opinion of our committee that is not a proper function of the House Committee 
on Appropriations and, if continued, might have very serious effects upon con- 
tracts between the Government and operators of our merchant-marine services. 
I will appreciate it if you will have this letter inserted in the record following 
my testimony. 
Sincerely, 
LACHLAN Mac eay, President. 


STATEMENT OF T. J. McCARTHY, VICE PRESIDENT, T. J. McCARTHY 
STEAMSHIP CO. 


Mr. McCarrny. My name is Timothy J. McCarthy, Jr., and I am 
vice president of the T. J. McCarthy Steamship Co., an independent 
owner and operator of three vessels on the Great Lakes. I wish to 
point out to your committee the necessity and importance of favorite 
action on this bill. 

Bill S. 241 in substance would assist American citizens owning and 
operating vessels in either foreign or domestic commerce to improve 
and maintain a strong merchant marine vitally necessary to the eco- 
nomic life of this country and in peacetime as well as to its defense in 
times of national emergency. Without the passage of this bill, the 
very existence of America’s merchant marine is threatened. I wish 
to place before you the facts with which we are confronted in our own 
company, facts which I firmly believe establish the merits of this bill 
beyond question. The present high cost of new construction makes 
new vessels beyond the reach of a small independent company, and 
especially so in view of the fact that this cost must be met after pay- 
ment of Federal taxes on income. This leaves but one alternative to 
a small independent operator, and that is modernization of existing 
older vessels. This too, in light of present-day costs, presents a great 
obstacle to such owners and can only be met with the assistance of the 
relief provided for in bill S. 241. 

At the present time there are approximately 450 American doeu- 
mented vessels operating on the Great Lakes, of which approximately 
50 percent, or 250, were constructed during the period 1900-1910, 
This means that half of the Great Lakes fleet is approximately 50 
years old. Our particular vessels falls within this class. Natural 
progress and development of the Creat Lakes fleet has made each 
and every one of these vessels, because of their size and speed, obso- 
lete. Recent developments in ship construction and modernization 
allow two main methods by which such old vessels can be raised to 
the level of present, modern-day vessels. There are (1) repowering 
of such vessels so as to increase their speed, and (2) insertion of a 
midship section so as to increase total carrying capacity. Each of these 
methods is enormously expensive. To take them in order—to repower 
a vessel of this class with new boilers and steam engines costs ap- 
proximately $1 million per vessel. To repower such vessels with 
Diesel or turbine power would run the cost considerably higher. As 
to the second method, that is, to insert a midsection in the vessels, the 
cost is approximately $500,000 per vessel. We have had blueprints 
drawn and surveys made by recognized naval architects and have had 
quotations from various sources which form the basis for these esti- 
mates. A rule-of-thumb as to the cost per ton of additional carrying 
‘apacity is that for each 1,000 tons of additional capacity, an expendi- 
ture of $125,000 is required. In spite of this tremendous cost it is still 
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economical and desirable to modernize the present vessels rather than 
to completely replace the same. While the cost per vessel, as pointed 
out above, to fully modernize by the installation of adequate power 
and by increased carrying capacity, would be approximately $1,600,000 
per vessel, the replacement of such vessels would cost approximately 
$5 million each. 

In justification for the incentives offered by the bill, S. 241, an 
eXamination of our operations for the past 10 years would be in order. 
During this period of time we have had gross income of approximately 
$14,500,000. In order to keep our vessels in reasonable operating con 
dition (without any expenditures for modernization of the type re- 
ferred to above) we have been obligated to expend, over and above 
expenditures made for ordinary maintenance and repair, approxt- 
mately $750,000, which represents capital expenditures. In this same 
period of time our net income has approximated only $1 million, Only 
$250,000 of earnings have not been put back into the company by way 
of capital improvements during this 10-year period, From these facts 
it is clear that the expenditure of funds to modernize our vessels re 
quired to place the same on a par with new vessels would be impossible 
without the benefits of the relief provided for in the bill, S. 241. While 
we have been able to accumulate in excess of capital expenditures only 
the aforesaid $250,000, during this same period of time, we have paid 
in Federal taxes on income in excess of $1 million. We don’t believe 
that our case is particularly unique among Great Lakes owners and 
operators. 

Tn our opinion the passace of this bill would hot OHV ac onipl “i 
the objectives of the billin bringing about a modernization particularly 
of the vessels on the Great Lakes, but that the same would be in line 


with the national policy of making it possible for small business to 
exist and be competitive with large corporations operating so-called 
captive fleets. 

Our particular company, following the tradition of the entire Great 
Lakes industry, has not sought nor obtained Government assistance 
in the conduct of its business as a matter of course. The Great Lake 


} 
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industry has prided itself on paying its own way. In contrast to thie 
owners and operators in foreign commerce, the Great Lakes companies 
have neither sought nor obtained either construction or operating 
differential subsidies. We are not now seeking help. It is still om 
avowed purpose to pay our own way. However, the level of Federa| 
income taxes has reached such a point, that while with earnings pric: 
to taxes we would be able financially to meet the costs of moderniza 
tion, after taxes it is impossible to do so. No direct subsidy is asied 
through the bill, S. 241, the result of such bill being merely to grant 
to operators the right to invest earnings in the acquisition of new 
vessels or the modernization of present vessels in order to raise the 
American merchant marine operating both in foreign and domestic 
commerce to the level required to adequately carry on commerce both 
in peacetime and in times of national emergency. 

Four passage of the bill, S. 241, is earnestly requested. 

The CHatrMan. Any questions, gentlemen / 

Mr. Weichel. 

Mr. Wetcuet. What kind of operation do you have up there? 

Mr. McCarruy. We are in the automobile trade. We carry new 
automobiles out of Detroit to the various lake ports. 
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Mr. Wetcnen., Do you carry automobiles from Detroit to Cleveland 
and Buffalo? 

Mr. McCarrity. Yes, and to Duluth. 

Mr. Wercnen. That is the only phase of operation ? 

Mr. McCarriry. Yes; during the war when there were no automo- 
biles we were in the coal, ore, and grain carrying trade. But our 
ships—again in furtherance of what T have said here—bei ‘ing ships of 
(,000 tons are kind of out of the running with the new 18,000 and 20,000 
tonners up there. 

Mr. Wercue:. Are those ships you have old ore carriers that the 
railroads sold when they had to sell them because of the Panama Canal 
Act and which ships were supposed to engage in passenger traffic? 
When they went out of business you got them; is that right ? 

Mr. McCantiy. No, sir; these are old ore and grain ships we con- 
verted to carrying automobiles, That means installation of decks to 
carry them. 

Mr. Weicuen. You mean they are old ore and grain ships? 

Mr. McCartuy. Old ore and grain ships; yes, sir. 

Mr. Weicuen. Are these some of those that the Government bought 
to replace the old fleet during World War II? 

Mr. MeCartruy. Oh, no. 

Mr. Weitcnen. And which are still in the trade under charter? 

Mr. McCartruy. No, sir, all of those are gone with the exception 
of one, the Amazon. 

Mr. Wricuer. How long have you been operating these ships to 
carry new automobiles to Cleveland and Butialo ? 

Mr. MeCarrity. Since 1956. 

Mr. Weicnen. Is there any other package freight up there on Lake 
Erie? 

Mr. McCartny. No, sir. 

Mr. Wercuen. Ina strict sense an automobile is not package freight. 
Are these crated cars or are they run on the boats ? 

Mr. McCarriry. They are set up on wheels. 

Mr. Wricirer. Set up on wheels and run on? 

Mr. MeCarriy. They are driven on and driven off. 

Mr. Weicnext. There is no package freight or anything else up on 
Lake Erie? 

Mr. McCarruy. Not any more. You just cannot compete up there 
now with the ships we have. Fift y-ye rar-old ships just do not run like 
l0-vear-old and the 8-year-old ships. 

Mr. Wricuen. Well, the only kind of hauling up there on the Great 
Lakes with reference to packaged freight is what you call the hauling 
of new automobiles: is that it? 

Mr. McCarrnuy. Well, to put it in a broad category, the only car- 
riage of nonexempt commodities is automobiles, pig, scrap, steel, prod- 
ucts of that nature. 

Mr. Weicnuer. Are you a common carrier or a contract carrier? 

Mr. McCarrity. We are a common carrier. 

Mr. Wetenrn. A common carrier? 

Mr. McCarry. Yes, a common carrier under the ICC, 

Mr. Wetcur,. That is all. 

The Cnamman. Any other questions, gentlemen ? 

All right, thank you, Mr. MeCarthy. 

Mr. MeCarviry. Thank you. 

The Cuamman. Mr. Peet. 
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STATEMENT OF W. C. PEET, JR., VICE PRESIDENT, MATSON 
NAVIGATION CO. AND THE OCEANIC STEAMSHIP CO. 


Mr. Peer. Mr. Chairman and members of the committee, my name 
is W. C. Peet. I am vice president of the Matson Navigation Co. 
and the Oceanic Steamship Co. 

For the record I would like to identify the steamship concerns, 

Matson operates exclusively in domest le tr ide, serving the Hawaiian 
Islands from the Pacifie coast, Atlantie and Gulf coasts of the United 
States. It is not a subsidized service in any sense of the word. 

The Oceanic Steamship Co. is a wholly owned su ibsidiary of Matson 
and holds an operating subsi« ™ contract for freight service between 
the Pacifie coast and Australasia, with s ops at Pacifie islands of the 
Mariana group. 

The aera go4 Ke cle ration of Ame ») lean Shipping and representat ives 
of interested steamshi Pp companies have testified before this commit- 
tee on the nn sions of S. 241. The Matson Nav vation Co. and 
Oceanic pena o.. on Whose behalf 1 am appearing, endorse the 
views expressed. | 'V NF AS. 

In order that the intent of the substantive ar visions of S. 24tl may 
be carried out fully, one additional amendment is suggested for the 
comnilttee’s consideration. 

Tithe VI of the Merchant Marine Act, as joie ently written, fix the 
economic life of a vessel at 20 years for the determination of depreci- 
ation charges and for other purposes under that title. It makes no 
allowance for extending the life of a vessel that has been rebuilt. 
Permissive nuthorits to recaleulate the life eXpPeclaney of a reb ilt 
vesse] 1S conveys cl in See tion Is of Ss. Y%41, 

This sections amends section 607 (b} of the Merchant Man 
by providing that— 
the life expectancy of a vessel which shall have 
tially reconstructed or reconditioned shall upo 
by the Secretary of the Treasury and the Cor 
eharges on such vessel shall be computed on ti) 

Sections 17 a : P+] implement sect 
pertinent : sof litle VI so that the ‘y WI 

lt appears, however, that one ti 
looked. The first part of secti 
no operating differential sul 
is more than 20 years of 
interest to grant such financial : 
is a formal order thereon. 

In cases where a vessel has been reconstructed or reconditioned and 
its life expectancy redetermined thereaiter by the | ctary of the 
Treasury and the Cominission, it would appear vnnecessary that any 
special findings be made for the payment of subsidy during the period 
of (| e extel cled life of the vessel, 

This defies ney co ld be re by inserting ie folle 
guage after the words “vears of age” in secti 
except one whose life expectancy has been determined 
607 (hb). 

The incorporation of this amendment would carry out the 
section 18 of S. 241. ‘ 





138 LONG-RANGE SHIPPING BILL 


I might say that Mr. Bailey yesterday introduced an amendment 
which is designed to achieve the same purpose. I do not think it 
makes much difference which way it is handled as long as the objective 
is accomplished. 

A few minutes ago when Mr. Bailey was testifying, Congressman 
Shelley asked him what are the road blocks to the construction of 
American-flag ships in American shipyards. The balance of my testi- 
mony is devoted to a discussion of some of those road blocks. 

The Oceanic Steamship Co. would like to take advantage of this 
opportunity to present for consideration of the committee certain 
matters which may require legislation, but which are not covered by 

S. 241. On that I might say here that they are not covered by S. 241 
he ‘cause they had not arisen at the time S. 241 was under consideration. 

The Cuaimman. That may not be the reason it is not covered. 

Mr. Perr. They pose an issue of national policy bearing on the 
long-range development of an American merchant marine and, partic- 
ularly on the construction and operation of passenger vessels. 

The vital importance of passenger ships to national defense has been 
attested by every prominent Government witness in the postwar period. 
For example, in appearing before this committee on April 8, 1948, 
John L. Sullivan, then Secretary of the Navy, said in part: 

* * * Tt sheuld be emphasized that the one type of ship construction which 
was Wholly ignored during World War ITI shipbuilding program was the coin- 
mercial passenger-type ship. * * * We are in considerably shorter supply 
of passenger ships today than we were in 1940. 

Assuming another emergency of the proportions of World War II, it appears 
that with the reconversion of all existing passenger and passenger cargo ships, 
and with the utilization of the seventy transports now held by the Armed 
Forces, the combined troop-lifting capacity would fall short of the total esti- 
mated requirements by approximately one-half. * * * 

In the light of this situation, therefcre, it should be obvious that interests of 
national security dictate the necessity of steps being taken immediately to 
nugment our merchant marine in the category of passenger ships suitable for 
conversion to troop transports, 

The New York Journal of Commerce on June 28, 1950, carried the 
following press report: 

The United States needs a passenger fleet twice as large as the one it will 
have even after the current building program is completed to provide adequate 
troop lift in the event of an emergency,” Vice President Alben W. Barkley de 
clared today. 

Then departing from his prepared speech, he said, ‘We need them, not in 5 
years or 10 years—we may need them much sooner. 

Viewed solely from the standpoint of national defense, this shortage 
could be overcome in three ways. The Navy could build transports 
and keep them in reserve to meet emergency needs. The Maritime 
Administration could build passenger carrying vessels suitable for 
conversion to troop ships, and operate them for the account of the 
Government. The third course is to encourage the construction and 
operation of vessels by privately owned steamship companies. This 
was the course adopted by the Congress in the Merchant Marine Act 
of 1936, 

It is beset with difficulties today. A commitment to construct and 
operate passenger vessels in the face of unsettled international con- 
ditions, very high operating costs, and air competition involves a 
serious financial risk. No one can even consider t taking such a risk 
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until the clouds of uncertainty which surround the administration of 
titles V and VI of the Merchant Marine Act are dispelled. 

The major issues to be resolved are the following: 

A. Determination of construction differential subsidy—title V. 

(1) Sales price of the Mariner class vessel. 

(1B) Determination of foreign competition—title VI. 

Oceanic is not the only steamship company with this problem. The 
issues in whole or in part confront every subsidized company whose 
contract calls for the operation of passenger or combination vessels 
either currently or at a future date. 

A. Determination of construction differential subsidy—title V 
The members of this committee are familiar with the difficulties en 
countered by the Maritime Commission and its successor, the Federal 
Maritime Board, with respect to the proper determination of the 
construction differential subsidy on the ships that have been con- 
structed in the postwar Vears. 

It should be observed that except for the steamship clmerica there 
was no vessel constructed in the prewar period on which the Maritime 
Commission was required to follow the exact formula preseribed im 
section 502 (b) for caleulating the construction-differential subsidy 
on anew ship. Prewar determinations on other ships were governed 
by emergency legislation P. 1, 82, Seventy-sixth Congress, us e@X- 
tended from time to time. 

The Chairman of the Federal Maritime Board in his concurrence 
to the Board’s report dated February 25, 1952, reviewing the sales 
prices of the vessels, Zid: pe ndence and Constitution, stated that the 
formula provided in section 502 (b) of the Merchant Marine Act for 
determining the construction differential subsidy for a new ship pre- 
sented a practical impossibility from an administrative point of view. 
He went on to recommend that the law be amended to permit a pre- 
determination of the subsidy rate in order that fair and reasonable 
contracts could be negotiated in the future. His concluding sentence 
reads: 

Unless a more businesslike and realistic method is evolved, it will be difficult 
to continue to build passenger ships under this act. 

If anything, this understates the problem. In the opinion of Matson 
and Oceanic, at least, it will be impossible to proceed with new con- 
struction until a clear-cut method is adopted for providing the United 
States-flag operator with the parity in cost contemplated by the dec 
laration of policy in title I of the Merchant Marine Act, 1936, and 
construction contracts executed by the maritime agency are recog- 
nized as valid obligations of the Government. 

The Cuamrman. May I interrupt you there, to state for the in- 
formation of the industry and the committee, that the Chair is ap- 
pointing a special subcommittee to inquire into this particular subject, 
inquiry to be made immediately after the disposition of the bill under 
present consideration. 

Mr. Peer. That is very welcome, sir. 

It is to be hoped that the Federal Maritime Board as a result of 
its extensive explorations in this field will be able to offer constructive 
recommendations whereby this may be accomplished. 

A. (1) Sales price of the Mariner class: A subsidiary problem 
bearing on the acquisition of new vessels involves the sales price 
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of the Mariner class now being constructed by the Maritime Admin- 
istration. Contracts have been let for 35 Mariner-type vessels. In 
surveying the potentialities of operating passenger vessels in its 
service between the Pacifie coast and Australasia, Oceanic has de- 
voted much attention to the possibilities of utilizing the basic de- 
sign of the Mariner for completion as a combination passenger and 
cargo ship. It has deevloped general arrangements plans for such 
a ship. Aside from the problem of reaching a fair determination 
of the estimated foreign construction cost, there is a further difficulty 
connected with the domestic cost of the Mariner. 

While the contracts for the 35 vessels of the Mariner class cover 
the same type of ship, there is a wide range in price between the con- 
tracts that were let at the beginning of the program and those of a 
Inter date. It is quite possible that there may be a variation in de- 
livered cost of as much as two anda half million dollars among vessels 
in this group. Assuming that the domestic cost will run from a low 
figure of S8 million to a higher figure of $10.5 million, the following 
situation might develop: 

On vessel A, you have domestic cost of S8 million, foreign cost of 
$4 million, and a sales price of $4 million. That would be a flat 50- 
percent subsidy which is permitted under the law, 

On vessel B vou would have a domestic cost of $10.5 million, a 
foreion cost of S4 million, which would leave a balance of $6.5 million, 
but the maximum subsidy that could be absorbed under the law is 
50 percent. So that operator who purchased vessel B would have to 
pay $5,250,000 for the same ship. 

The figure of $4 million representing foreign cost is not official 
but is introduced solely to illustrate the principle. The result would 
be that the purchaser of vessel B for operation in foreign trade would 
pay S1.250,000 more than the purchaser of vessel A, although both 
ships were built to the same plans under an over-all program. 

A number of vessels of the Mariner class have already been launched, 
and deliveries are scheduled to commence this summer. There is no 
suitable statutory provision whereby a private owner might acquire 
these ships from the Government. 

In that connection I noted in the Congressional Information Bureau 
about April 21 where they cited Admiral Cochrane as stating that 
“Most of the Mariners would go under general agency, some to the 
Military Sea Transportation Service, at least until this ageney is 
able to work out a foreign cost equivalent to permit their sale to 
Aimerican-flag companies.” 

It is suggested that consideration be given to legislation fixing a 
uniform sales price for the Mariner class similar in principle to the 
provisions of the Merchant Ship Sales Act of 1946, 

(,. Determination of foreign competition. Title VI of the Merchant 
Marine Act prescribes the terms and conditions under which an op- 
erator is entitled to receive financial aid in the form of an operating- 
differential subsidy for the maintenance of an essential service in the 
foreign commerce of the United States. Particularly with respect to 
passenger or combination passenger and cargo vessels, it is diflicult to 
conceive of any operation being conducted successfully over a period 
of years without the benefit of such aid. 

The propriety of payment of an operat ing-differential subsidy under 
certain competitive situations has been questioned by the Comptroller 
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General. The concluding paragraph of the section labeled “Foreign 
competition” in his Audit of the Federal Maritime Board for the Fiscal 
Year 1951 reads as follows: 

We have recommended that the Federal Maritime Board review the contracts 
entered into by its predecessor with a view toward discontinuing the payment of 
operating-differential subsidies in those cases where substantial competition does 
not exist or where the vessels being subsidized are not required to meet the 
foreign-flag competition. Although it may be in the public interest to subsidize 
all American-tlag vessels operating on essential foreign trade routes regardless 
of the amount of existing foreign competition and regardless of whether the 
vessels are of the type, size, and speed required to meet the competition, this is 
a decision for the Congress and was not a decision for the Maritime Commission 
to make. 

It will be noted that the Comptroller General refers to a review of 
existing contracts. Such review has been undertaken by the Federal! 
Maritime Board, but the cases in question have not yet reached the 
stage of Board decisions. Pending the issuance of these decisions, it 
would serve no useful purpose to argue the conflicting interpretations 
of competition as variously defined in title VI. It is obvious, however, 
that in the absence of agreement on the meaning and intent of the 
language dealing with foreign competition, existing contracts are 
shadowed with doubt and new contracts cannot be executed where the 
conditions heretofore criticized by the Comptroller General exist. 

The Oceanic Steamship Co. holds an operating-dillerential subsidy 
agreement (FMB-14) covering the operation of cargo vessels on 
essential trade route No. 27 between, the Pacific coast and Australia, 
with the privilege of calling at various Pacific islands lying along the 
route. This contract requires Oceanic to submit a program for the 
introduction of passenger or combination vessels in the service, if so 
requested by the Board or Administrator. Should Oceanic fail to 
comply within a certain time period, then the Government reserves the 
right to cancel the payment of subsidy on the cargo vessels. 

As mentioned earher in this testimonly, Ocennic is continuing to 
survey the possibilities of operating combination vessels in this trade. 
The problems involved in the construction and acquisition of six I 
vessels have been discussed. Perhaps the min je r issue Is assurance of 
operating subsidy during the life of the vessels. In the case of Oceanic 
this is not free from doubt because competitive conditions in the 
Australian trade do not appear to meet the test applic dl V the ¢ ‘onip 
troller General. 

There is one foreign flag combination vessel now plying the trade 
route between Australia and the Pacifie coast. This vessel. the 
Aorang?, does not call at a United States Pacific coast port, ter- 
minating her voyage in British Columbia, but does stop en route 
in the Hawaiian Islands. The Aorang/ is 27 years of age and her 
operation in the trade route is being maintained currently only by 
virtue of financial assistance from the Governments of Australia. 
Canada, and New Zealand. 

The introduction of mode rn combin ition VEess¢ }~ \ (deeam nouiglit 
well result in withdrawal of the Avrang?, hence eliminating all for- 
elon flag combination vessels on the route. There would reina 
eral competitive foreign cargo carriers! on eac] ’ those vessel 5 
passengers may be transported. In total, however, they would rep- 
resent only a small percentage of the passenger-carry ne capacity of 
the Oceanie ships. Whether this figure would be suflicient to justify 
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the necessary findings of the Federal Maritime Board remains in 
doubt. 

It is true that section 602 of the Merchant Marine Act authorizes 
payment of subsidy on the basis of indirect competition. Here again 
we find the same uncertainties that are present in the determination 
of direct competition. As a result, this section does not offer a satis- 
factory vehicle for carrying out the policy of the Merchant Marine 
Act. 

To obviate (his difliculty so far as the figure is concerned, there is 
submitted for the consideration of this committee suggested language 
for incorporation in the appropriate section of title VI of the act. 

This language reads: 

(a) Notwithstanding any other provision of this title relating to foreign 
competition, if the Board shall tind that there is no direct foreign passenger 
ship competition on the service, route, or line, the Board may approve an appli- 
cation for the operation of a passenger vessel or vessels (as defined in subse 
(c) hereof) if it determines, after a public hearing, that such operation is 
required to provide adequate passenger service under United States registry, 
to promote the foreign commerce of the United States, and in other respects to 
carry out the purposes and policy of this Act. Except as otherwise herein 
provided, all other provisions of this title shall be applicable. 

(b) A contract awarded under this section for the operation of a passenger 
vessel or vessels, shall provide that the amount of the operating-differential 
subsidy payable shall not exceed the excess of the fair and reasonable cost of 
such items of expense as the Board determines if such vessel or vessels were 
operated under the registry of a foreign country or countries determined by 
the Board whose (cargo) vessels operate on the service, route, or line covered 
by the contract. 

(c) As used in this section, the teria passenger ves el shall be deemed to 
signify a vessel which (1) is of not less than 10,000 gross toms, (2) has a de 
signed speed approved by the Board but not less than 1S knots, (3) has accom 
modations for not less than 200 passengers, and other design features approved 
by the Board, and (4) is approved by the Secretary of Defense as being desirable 
for national defense purposes. 

That description of a passenger ship in the concluding section is 
the same as that in S. 241, 

The Crramman, Performance together with the other requirements / 

Mr. Peer. Yes. 

The CHamran. Any questions, gentlemen ? 

Mr. Atten. Mr. Chairman. 

The Cuatrman. Mr. Allen. 

Mr. Atten. Mr. Peet, as I get section (b) of the proposed amend 
ment, you would set up a sort of a hypothetical competitor and meet 
that competition on parity? 

Mr. Pert. No. You would use the cargo ships, the foreign flag cargo 
ship to determine your subsidy percentage in cases where there is no 
direct passenger vessel operating on the route. 

Mr. ALLEN. Would the cost applicable to a freight ship carrying 
passengers be at all comparable to the operation of a passenger vessel / 

Mr. Perr. No. What you would do, what the Maritime Adminis- 
tration would do, would be to assume a passenger ship operating under 
the flag of the country whose cargo vessels are serving that route. Say 
maybe a Swedish flag cargo or a British flag cargo service. So when 
you took the American cost on the passenger ship you would equate 
that with a passenger ship operating under, say, a Swedish flag or a 
British flag, whatever the nature of competition was on the cargo 
ships. 
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Mr. Auten. I still am not too clear. Would you take the cost, for 
example, of an Oceanic ship running from the Pacific coast to Aus- 
tralia and compare that with the cost of a similar ship if it were run- 
ning from New York to Sweden ¢ 

Mr. Peer. No, from the Pacific coast to Australia under the Swedish 
flag. 
Mr. ALLEN. Where would you get those costs if there were no aétual 
competition existing—particularly for a great variety of services that 
seem to me to appear on a passenger ship which would not appear at 
all on the freighters? 

Mr. Peer. Well, the Swedish manning scales and wage scales are 
generally available, and the Maritime Administration can readily 
establish both manning and wage scales for a vessel operating in that 
trade. 

Mr. Suettey. Will the gentleman yield ? 

Mr. AtiEN. Yes. 

Mr. Suettey. You mean by extending them from those that actually 
exist in a cargo vessel to those which might possibly exist on a pas- 
senger vessel operating under that flag‘ 

Mr. Peer. Yes, that is the idea. 

Mr. Auten. Would that mean that if the deck crew, say, on the 
freighter running on the Pacifie under the Swedish flag were 10 per- 
cent higher than the deck crew of a Swedish vessel on the Atlantic 
Ocean you would then say the steward’s department and the engine- 
room department, all other departments, would be raised 10 percent 
above the Swedish standard on the Pacific ¢ 

Mr. Peer. If that were prescribed in the agreements, yes, with the 
shipowners. 

Mr. Auien. That is all, Mr. Chairman. 

The Cuarmman, Any further questions, gentlemen ‘ 

Thank you, Mr. Peet. 

Mr. Perr. Thank you, Mr. Chairman. 

The Cuamman. Now we have one witness left who might appear 
today if his statement is brief. Mr. Crapo. Is he present ¢ 

(No response. ) 

The Cnainman. That eliminates that. 

The committee will meet again at 10 o’clock tomorrow morning. 

(Thereupon, at 12:03 p. m., the committee recessed until 10 a. m. 


— 


the following day, Thursday, April 24, 1952.) 
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THURSDAY, APRIL 24, 1952 


Hovusr or Represenratrives, 
ComMMITYTER ON Mercuant Marine anp Fisnenies, 
Washington, D. e. 


The committee met, pursuant to recess, at 10 a.m. in the committee 
room, Old House Office Building, Hon. Herbert C. Bonner presid 
ing. 

Present: Representatives Bonner (presiding), Q’Toole, Garmatz, 
Bennett, Murphy, Shelley, Robeson, Weichel, Tollefson, Allen, Miller, 
Seely-Brown, Mumma, Van Pelt, McIntire, and King. 

Mr. Bonner. The committee will come to order. 

This is a continuation of the hearings of Tuesday and Wednesday 
on Senate 241, 

The first witness this morning is Hon. Joseph H. Ball, vice presi- 
dent of the Association of American Ship Owners. 

Mr. Ball. 


STATEMENT OF JOSEPH H. BALL, VICE PRESIDENT, ASSOCIATION 
OF AMERICAN SHIP OWNERS 


Mr. Bain. Mr. Chairman and gentlemen of the committee, my name 
is Joseph H. Ball. Tam vice president of the Association of American 
Ship Owners, which has offices at 1713 K Street NW., Washington. 
and 90 Broad Street, New York. Our association comprises some of 
the oldest and best-established shipping companies operating under 
the American flae in both the domestic and foreign trades. None of 
them has received any subsidy from the Federal Government under 
the Merchant Marine Act, 1936. A list of the member companies of 
the association is attached as exhibit A. 

Your committee has before it two bills. One, H. R. 4729, is the 
so-called long-range bill in exactly the form in which it was approved 
by your committee and also the Senate Interstate and Foreign Com- 
merce Committee in the Eighty-first Congress. The other bill, S. 241, 
is the same long-range bill modified considerably as a result of Senate 
consideration of the recommendations of the President on this subject 
made on July 31, 1951, 

The position of the Association of American Ship Owners on both 
bills is a very simple one which can be summed up in two sentences: 
We strongly urge your committee and the Congress to enact legis 
lation which will provide equality of tax treatment for both subsidized 
and nonsubsidized ship operators. We also urge that this equality of 
tax treatment be achieved by extending to unsubsidized ship operators 
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substantially the same privileges and benefits enjoyed by the subsi- 
dized lines. 

Members of our association do not believe there is any equitable 
argument nor any consideration of national defense or security which 
justifies the present discrimination in tax treatment in favor of the 
subsidized shipowners. So far as national] defense is concerned, we 
submit that an unsubsidized vessel in operation under the American 
flag is just as valuable to our defense as a subsidized vessel of similar 
type. The important thing is that the vessel be operating and not 
laid up rotting at some anchorage. Whether the vessel happens to 
be operating under a subsidy agreement or without one makes not one 
iota of difference so far as national defense is concerned. — It is ve rv 
clear that the ships in the subsidized fleet alone are wholly inadequate 
for our defense needs and that we have to rely on the unsubsidized 
ships as well. 

It is likewise true that unsubsidized ships hauling iron ore from 
Liberia, fruit from Central America. coal to Europe, grain to India, 
or providing regular liner service to European and far eastern ports 
serve the foreign commerce of the United States just as truly and 
effectively as do the subsidized ships on so-called essential trade routes. 
The only difference is that the subsidized line is required by its agree- 
ment, unless excused therefrom, to maintain a minimum number of 
sailings per vear on its essential routes. Actually, however, no matter 
what may be written into subsidy agreements, the flow of world trade 
dictates the volume of shipping service on all routes. 

Subsidized companies receive a subsidy calculated on the difference 
between their operating costs and those of their foreign competitors. 
We can see no logic or justice in extending to these subsidized shipping 
lines. who already are receiving substantial aid from United States 
taxpayers, valuable tax benefits which are denied to the unsubsidized 
operators who receive no such aid from the taxpayers. 

The practical effect of these tax benefits, particularly with today’s 
high corporation tax rates, is to give the subsidized shipping com- 
panies a tremendous competitive advantage over both foreign com- 
petitors and other American operators as well. It is not very “difficult 
to forecast the final result of such discrimination if the Congress per- 
mits it to continue. 

Everyone on this committee, I am sure, is aware that prosperity for 
the American merchant marine that is based on international crisis 
cannot last forever. When virtually all ships are sailing fully loaded 
and freight rates are high, the competition is more among shippers 
for cargo space than among ships for cargo. In such a situation, 
nearly all shipping companies, both subsidized and unsubsidized, are 
able to operate at a profit. While it is true that the subsidized lines, 
because of more favorab le tax treatment. then are able to keep more 
of their profits than the unsubsidized companies, the effect of that will 
not be fully apparent until shrinking cargo offerings force retirement 
of the rest of the Government-owned ships and are insufficient for the 
privately owned ships that are left inservice. The maritime industry 
will then hit its next trough in the cycle of violent up and downs 
characteristic of the industry. In fact. the indications are strong, Mr. 
Chairman, that we already are on the downswing today. 

When that happens—when competition for cargoes once again he- 
comes fierce, when rates drop, and ships sail only partially loaded— 
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the tax advantage enjoved by the subsidized lines really will be felt. 
They will have much larger financial reserves to pull them a 
and will be able to draw down their reserve funds to pay operat 
losses in addition to the operating-differential subsidy itself. In the 
long run there can be only one result for the unsubsidized ¢ operator. 
Unable to operate at a profit tae: without sufficient financial reserve 
to weather a long recession in shipping business, he will be fore 
out of the industry. Only industriel carriers able to charge losses 
off against profits of a parent company could possibly continue to 
operate in our foreien trades. 

The end result of the present inequitable tax treatment appeal 
certain to be the elimination of virtually all unsubsidized Amen 
ships from the foreign trade. It appears to us that a public poli 
which, through tax discrimination im favor of a segment of the 
dustry receiving a subsidy from the Treasury, deliberately promot 
a situation In which the unsubsidized seoment of the industry 
forced out of business is indefensible. 

There is one other point In connection with 
should be emphasized. When Congress enacted 
rine Act, 1936, the tax benefits exter ided to the 
of much less Importance than they are today. 
and surtax rate on corpora ition net Income was on ly 10 per 
a 2:5 percent credit for dividends paid, There was no ’ XCe@S= 
tax and the maximum rate on a corporation was 19 percent, with most 
paying 1S. percent or less. Today the normal and surtax rate on cor 
poration net Income Is 52 percent, a a) -percent excess profits tax miay 
be Im pos ed on top of th: at, and the tax rate on a corporation's 
come con go as hieh as 70 percent. 

Obviously, when Cor ivress passed the 1936 act. the tax 
granted subsidized lines were a relatively minor incentive. 
the situation is vastly different and the tax benefits are of 
value financially to the subsidized lines than the subsidy vite if. 
do not believe that Congress intended that kind of result 
passed the 19236 act. 

‘T he re are three methods by which the Congress could elimn rte 
tax discrimination within the industry, One would be to repeal 
existing tax benefits available to either subsidized or unsubsidize 
owners. A second method would be to extend to unsubsidized s! 
owners the same tax benefits now available to the subsidized operator 
And a third method would be to devise a new formula of tax benefit 
and make them available on the same basis to both see Te ‘d and un- 
subsidized lines. 

241 provides a new formula but it does not provide for equal 
treatment. Neither that bill nor Hl. R. 4729 would achieve complete 
equality of tax treatment as between the subsidized and unsubsidized 
portions of the industry, although S. 241 goes further in that direc- 
tion than H. R. 4729. 

The tax provisions of S. 241 would do these things: 

Eliminate any question of tax “exemption” on section 697 funds 
of subsidized operators, making it clear that tax “deferment” only 
is provided. 

2 dpb for that deposits of unsubsidized operators in section 511 
funds or subsidized operators in section 607 funds, in the case of 
capiti ny! rains and earnings thereon, would have normal. surtax. and 
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excess-profits taxes deferred: and in the case of deposits of earnings 
would have only normal and surtax income taxes deferred but not 
excess-profits taxes. 

3. Permit unsubsidized operators to deposit earnings as well as 
capital gains in section 511 funds. Subsidized operators now may 
deposit both earnings and capital gains in their section 607 funds. 

4. Permit unsubsidized operators to use section 511 funds for pay- 
ment of mortgage indebtedness and reconstruction and reconditioning 
of ships, as well as for acquisition of new ships as at present. Sub- 
sidized operators now may use their section GO funds for all of these 
purposes, 

5. Provide that sections 511 and 607 funds withdrawn shall be tax- 
able at the rates applicable in the year in which they were deposited 
in all cases except where they are applied to the acquisition or re- 
conditioning of vessels, the payment of mortgage indebtedness and, 
in the case of section 607 funds, withdrawals for reimbursement of 
operating losses. 

6. In the case of the section 511 funds of unsubsidized operators, 
increase from 2 to 3 years the period within which such funds would 
have to be committed or lose the tax deferment, with another 2-year 
extension permitted with the approval of the Maritime Administra- 
tion. 

It is clear from the foregoing that S. 241 if enacted would go a long 
way toward lessening the present discrimination in tax treatment in 
favor of the subsidized lines. However, in three important respects, 
the discrimination still would remain. These are: 

1. Unsubsidized operators would be required to commit their section 
511 funds within a maximum period of 5 years after deposit or lose 
the tax deferment, whereas the subsidized operators could retain 
their section 607 funds as long as their operating-differential sub- 
sidy contracts continued, at least 10 years. 

2. Subsidized operators still would be permitted to withdraw their 
section 607 funds in bad years to pay operating losses. The with- 
drawals would be “taxed” in the year they were withdrawn, but since 
in loss years there would be no profits to tax, the “deferment” pro- 
vided would in fact become a tax exemption. Unsubsidized operators 
could not use their section 511 funds for any purposes except purchase 
of ships, reconditioning of ships or payment of ship-mortgage in- 
debtedness. The right to use these tax-deferred funds to pay operating 
losses is a very Important one, for it enables the subsidized operators 
to use prolits deposited in their reserve funds in good years to offset 
losses incurred in bad years and thus to a considerable degree level 
out financially the severe ups and downs which have afflicted the ship- 
ping industry. 

3. Subsidized operators may depreciate their vessels over a period 
of 20 vears and, by operation of the special reserve funds, they may 
actually enjoy, in effect, the privilege of free depreciation. In other 
words, they can accumulate reserves at a much faster rate in good 
years than in poor ones. Unsubsidized operators must depreciate 
their vessels at rates approved by the Bureau of Internal Revenue, 
which in many cases fixes the vessel’s life at considerably more than 
20 years, 

The Association of American Ship Owners believes that the ap- 
proach toward equality of tax treatment for the entire shipping in- 
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dustry through writing a new formula for tax treatment and making 
it available on equal terms to all segments of the industry, is a sound 
one. However, we strongly urge your committee to go the whole 
way and provide complete equality of tax treatment by amending 
S. 241 so as to correct the three remaining discriminations in favor 
of the subsidized companies listed above. 

If the principle of equality of tax treatment for all segments of the 
industry is sound, and we believe it is completely sound, then there is 
no logical reason for not applying the principle completely and elim- 
inating all discrimination. Again there are three possible ways to do 
this: either eliminate the three privileges listed above, which are now 
available to the subsidized and not to the unsubsidized owners; make 
such privileges available also to the unsubsidized companies: or modify 
such privileges and then make them available to both subsidized and 
unsubsidized owners on the same basis. 

Our association favors and strongly urged your committee to adopt 
either the second or third method, and with such changes supports 
enactment of S. 241. There are four cogent and pewerful reasons 
why we believe the Congress would be justified in adopting this ap- 
proach and providing certain limited tax benefits to all American- 
flag ship operators. 

First and foremost is the fact that our laws impose numerous hand- 
icaps on operators of American-flag ships, with which their foreign 
competitors are not burdened. The major disadvantages of thie 
American ship operator are: 

1. All ships in the subsidized foreign trades and in the domestic 
trades must be built in the United States, where shipbuilding costs 
are at least 100 percent higher than in the world market. 

2. American-flag ships must meet rigid construction and safety 
standards that are expensive in the initial construction and that in- 
crease operation and maintenance costs throughout the life of the ship. 
These standards are much higher and more expensive than those re- 
quired on foreign-flag ships. 

3. American-flag ships are required, with unimportant exceptions, 
to be manned by American crews whose earnings are treble and some- 
times quadruple those paid by foreign-flag operators. 

4. United States tax laws make the accumulation of capital for 
ship replacement difficult for unsubsidized operators, whereas tax 
laws in many of the important foreign maritime nations encourage 
the building-up of adequate depreciation reserves. 

5. American-flag ships must have all repairs done in American 
shipyards where costs are double the world market, or else pay a 50- 
percent duty on the cost of such repairs. 

These disadvantages under which the American ship operators labor 
have long been recognized by Congress. They are the basic reason 
why Congress in the 1936 act made available to American shipowners 
the construction and operating differential subsidies. They are the 
main reason why American ship operators, without a subsidy, have 
always encountered extreme difficulties in continuing in business in 
periods when the whole shipping industry was depressed, American 
ship operators, both subsidized and unsubsidized, are just as com- 
petent and eflicient as other American businessmen and foreign ship- 
owners. Without these handicaps, they would have no difficulty hold- 
ing their own with foreign competitors. 
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A second reason for special tax treatment of the maritime industry, 
which probably needs no emphasis before this committee, is its vital 
importance to our national defense and to our world-wide commerce. 
That is why, whatever its handicaps, we must maintain an adequate 
American merchant fleet on the seas. Our national maritime policy 
requires that we do it under private ownership and operation. We in 
America believe firmly in private enterprise and we reject the social- 
istic principle of Government ownership and operation. Our asso- 
ciation therefore believes that a judicious use of tax incentives to 
encourage private ownership and operation is thoroughly justified in 
the national interest. 

A third argument for special tax treatment of the shipping in- 
dustry is the fact that the cyclical fluctuations in this industry are 
much more violent than in most other business. Shipping has been 
characterized for 50 years by brief periods of prosperity alternating 
with long periods of depression. The prosperous periods usually occur 
during times of war or international emergency. The normally much 
longer depressed periods occur during times when international rela- 
tions are reasonably stable. It is during the troughs in the industry's 
eyele in the past that American-flag shipping inevitably has en- 
countered severe difficulties in operating and many companies have 
gone to the wall. The fact that shipping has recently been in a 
prosperous period should not blind us to the inevitable swing toward 
a depression that even now appears to have started. Tax privileges 
that will permit ship operators to accumulate replacement and other 
reserves during the prosperous periods will be of tremendous help 
in enabling them to weather successfully the depression periods in the 
future. 

Fourth and finally, the American fleet faces an extremely serious 
vessel-replacement problem. The great bulk of our deep-sea fleet 
consists of war-built vessels purchased under the Ship Sales Act 
at prices ranging from $545,000 to $1,450,000. Mass obsolescence 
will hit 90 percent or more of that fleet about the same time, from 
1961 through 1965. And vessel replacements, barring another world- 
war building program and postwar sales program, will cost four or 
five times the prices paid for the present ships... Depreciation re- 
serves will not even begin to cover vessel replacement costs, even 
if a construction subsidy covering 50 percent of the cost is made avail- 
able to unsubsidized as well as subsidized owners. 

In that situation, tax incentives which encourage the building up 
of as large vessel replacement reserves as possible appear to be an 
absolute must if the industry is to survive in a healthy condition. 
Subsidized companies, because of the tax benefits available to them, 
are ina much better position to meet this problem than unsubsidized 
owners, But even they will find it difficult to raise sufficient capital 
to replace their present ships with new ones which, if the more than 
$8,000,000 costs—and I understand the average is likely to be nearer 
$9 or $10 million—of the new Mariner ships being built by the Mari- 
time Administration is any criterion, are likely to cost them at least 
four times as much, even though they have a 56 percent construction 
subsidy. 

We believe that these reasons more than justify the Congress in 
according to the shipping industry somewhat different tax treat. 
ment than is accorded other industries. As a matter of fact, the 





LONG-RANGE SHIPPING BILL 151 


tax treatment proposed for shipping is not really so different in 
principle from that now available to other industries vital to the 
national defense. Such industries are presently accorded greatly 
accelerated amortization of their investments in new plant capacity, 
much of which will be of great economic value to the concerns in- 
volved after the present emergency is over. Because its current fleet 
is comparatively new, the shipping industry is not in a position to 
take advantage of that particular tax incentive at present. But the 
orderly replacement of vessels in our fleet at the proper time is just 
as essential to our national defense as the expansion of steel capacity, 
for instance, and justifies tax incentives tailored to meet the peculiar 
problems of the industry. 

Our association is familiar with the reports on S. 241 submitted to 
the chairman of this committee by the Departments of Treasury and 
Commerce last fall, and in concluding, we should like to comment very 
briefly on the positions expressed therein. 

We do not believe the committee should take the Commerce Depart- 
ment report as an accurate reflection of that Department’s view on the 
issues presented by the pending legislation. It is all too obvious that 
the Commerce Department is reflecting administration policy, and not 
expressing the views formulated by its own experts who have tie 
special responsibility of fostering a strong and adequate American 
merchant marine. In fact, these views are quite the opposite of the 
ones expressed in the Department’s letter of October 26, 1951, to your 
chairman on S. 241. That is demonstrated both by the Department’s 
comments on the Treasury Department’s report to the President on 
these issues as transmitted to Congress July 51, 1951. and also in the 
letter of Secretary of Commerce Sawyer to the Senate Interstate and 
Foreign Commerce Committee on February 27, 1950, reporting on the 
long-range bill, S. 2786, in the Eighty-first Congre 

In his letter on S. 2786, Secretary Sawyer endorsed most of the 
long-range bill. In the Department’s comments on the Treasury’ 
study of maritime tax benefits, the Commerce Department adopted 
very much the same position our association has presented here today 
to your committee, 

The Treasury’s opposition to any special tax benelits for any segment 
of the maritime industry is of long standing. In fact, the Treasury 
always has opposed special tax benefits to any industry. Its position 
is perfectly understandable and quite reasonable in view of its 1 
sponsibility to administer the tax system and collect the maximum 
revenue possible. It is likewise understandable that the Commerce 
Department with a different responsibility, that of fostering a strong 
and adequate American merchant marine, should have different views. 
The broad responsibility of Congress covers both areas, and it appears 
to us that Congress is the logical body to resolve the obvious conflict 
between the two executive departments chiefly concerned with the is- 
sues presented bv S. 241. 

The views of the Treasury and the facts on which they are based are 
set forth completely in its report to the President transmitted to Con- 
gress, July $1, 1951, printed as House Document 213. We should like 
to make two comments on the Treasury report. 

First, the Treasury has examined the financial data it presents 
solely from the viewpoint of the equity of tax rates, and size of tax 
collections, which are its responsibility. We suggest that the same 
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data be examined from the viewpoint of how well the objectives of the 
Merchant Marine Act, 1936, have been achieved. And we submit 
that one reaches an entirely different conclusion when that is done. 

The whole objective of the 1936 act was to achieve an adequate, 
financially strong and administratively sound American merchant 
marine. The tables showing the incerase in net worth of the subsi- 
dized and unsubsidized companies from 1937 through 1949 tell the 
story of how successfully that objective has been achieved in the case 
of the subsidized companies. Their net worth increased in those years 
from $66.4 to $389.8 million, $323.4 million or 487 percent. During 
the same years the net worth of the unsubsidized owners increased 
from $341.2 million to $585 million, only $143.8 million or 42 percent. 

In other words, the unsubsidized companies’ growth has barely kept 
abreast of inflation, while the subsidized owners, and the Treasury 
itself contends the result is largely due to its tax benefits rather than 
its subsidy, have grown remarkably in size and financial strength. 

Since this sort of growth in strength and stability was precisely the 
objective Congress had in mind when it enacted the 1956 act, we sug- 
gest that the Treasury’s own report is the best evidence that the medi- 
cine has been exceptionally successful, in the case of the subsidized 
companies. They have not only recovered completely from the anemie 
disorders which afflicted them in the 1930's, but have gone on to achieve 
robust economic health. We believe that the same medicine should be 
made available to the unsubsidized owners. 

Secondly, we suggest that the Treasury’s position on this legislation 
is both unrealistic and illogical. From the inception of the long-range 
bill back in the Eightieth Congress, the Treasury has opposed the dis- 
crimination in tax treatment in favor of the subsidized companies. 
Its position has been that all corporations should be treated alike in 
taxation, although it is well aware that this is not the case today. The 
Treasury’s proposed remedy for the inequity in tax treatment as be 
tween segments of the shipping industry in the past has been to recom 
mend that all special tax privileges be withdrawn from both subsidized 
and unsubsidized portions. Treasury’s advocacy ‘of repeal of the 
benefits enjoyed by the subsidized lines always has been somewhat 
half-hearted and in its report to your chairman on S. 241 under date 
of October 23, 1951, Treasury, like Commerce, recommends that the 
tax privileges of subsidized companies be cut down somewhat, and that 
no additional privileges be extended to the unsubsi idized companies, 
leaving the discrimination in treatment almost as bad as it is now. 

It sems to us that Congress has demonstrated that it is not going 
to repeal the tax benefits now available to the subsidized companies, 
at least not in their entirety. That appears to be an eminently reason 
able attitude in view of the success of those benefits in achieving for 
the subsidized companies precisely the results Congress had in mind 
when it made them annie originally. If the Treasury were real- 
istic in recognizing this impasse, and also sincere in deploring the in- 
equity in tax treatment within the shipping industry, then it appears 
to us that it would be on much firmer ground to support a formula 
aimed toward equalizing tax treatment by making the same treatment 
available to all segments of the industry. Certainly that course has 
more to support it in both logic and principle than to continue the dis- 
crimination in treatment only ona slightly smaller scale as the Treas- 
ury proposes in its letter of October 23, 1951. 
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Therefore, our association strongly urges this committee to disre- 
gard the Treasury recomendations and adopt the principle of provid- 
ing equal tax treatment for all segments of the American maritime 
industry. It is our recommendation that the committee do this by 
adopting the approach in S. 241, by amending that bill to provide 
complete equality of tax treatment, and then reconmending its passage. 

(Exhibit A submitted by Mr. Ball is as follows :) 

Exutnstr A. Members or ASSOCIATION OF AMERICAN SHIPOWNERS 
American-Hawaiian Steamship Co., New York, N. ¥ 
American-Hawaiian Steamship Co, (Del.), New York, N. Y. 
A. H. Bull Steamship Co., New York, N. ¥ 
Baltimore Insular Line, Inc., New York, N. Y. 

California Eastern Lines, Vancouver, Wash. 
Eastern Steamship Lines, Inc., Losten, Mass. 
Luckenbach Steamship Co., Inc., New York, N. Y. 
Luckenbach Gulf Steamship Co., Ine., New York, N. Y. 
Pacific-Athintic Steamship Co., Vancouver, Wash. 
Seatrain Lines, Inc., New York, N. Y. 

Shepard Steamship Co., Boston, Mass. 

States Marine Corp., New York, N. Y 

States Marine Corp. of Delaware, New York, N. Y. 
States Steamship Co., Vancouver, Wash. 
Weverhaenser Steamship Co., San Francisco, Calif. 

Mr. Bane. Mr. Chairman, if T might continue just a moment. Our 
association does not want our posit ion to be misunderstood, This hill 
does not afford completely equal tax treatment between the two group: 
inthe industry. Wet hink it should. 

At the same time it does vive us. the unsubsidized porti ion of 
tnclust rv. some rehef and we are, of course, for that. 

If our Support seems cat tious, it is only hecause 
vive the Impression that we think this bill is a cure 
of unsubsidized American flag shipping. We do hot thi k 7 36. but 
we do think it will be some help. 

diye thine SeCeIHS Important to bear in mind: The Merchant Mar! eC 
Act, 1956, was passed at a time when our international responsibilities 
were far less than they are how. Under that law are we now assured 

! American merehant hiarine adequate to our needs / 

The domestic trades have not been reestablished on a prewu basis, 
and it seems clear that unsubsidized ships in foreign trade will not be 
able to compete in the face of low forelen COsts Ih a truly competit 


we do not waht to 
all for the proble His 


market. 

We think these matters should have the serious consideration of thie 
Congress and that it is time to reappraise the 1936 act in its entirety 
and to decide whetlier it is adequate to today’s needs. 

I thank you, Mr. Chairman, and appreciate this opportunity. 

Mr. Bonner. In your statement you do not make any reference to 
requirements as between subsidized and unsubsidized operators, do 
you! 

Mr. Batt. Ido not make any distinction bet ween requirements ? 

Mr. Bonner. Yes. 

Mr. Bann. IT think they both face the—— 

Mr. Bonner. I mean the requirements of the Board as to what sub 
sidized operators will do and what unsubsidized operators will do. 
Of course, there are no requirements as to What an unsubsidized opera 
tor will do. 
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Mr. Bari. No, they do not control the routes of the unsubsidized 
operators, 

Mr. Bonner. IT mean you do not then make any explanation why 
the subsidized operator gets the benefits that they are enjoying, and 
whether or not it is necessary that they do certain things. That is 
the point I am interested in here. 

Mr. Bata. Yes, sir. 

Mr. Bonner. I think we should all share and share alike, but is any 
reason existing today why subsidized operators shall get a preferen- 
tial benefit / 

Mr. Bari. The subsidized ? 

Mr. Bonner. Do I make myself clear? 

Mr. Barn. I am not too sure, Mr. Chairman, just what you want 
from me. 

Mr. Bonner. What is the reason for granting certain benefits to 
subsidized operators? You do not say anything about that in your 
statement, do you? 

Mr. Bari. Well, 1 think the reason was to maintain an adequate 
merehant marine. 

Mr. Bonner. Yes. 

Mr. Bann. And they oifered these incentives to attract shipowners 
and operators to apply for the subsidy, and they v aceept, of course, 
much more regu lation from the Maritime Administration than do the 
unsubsidized. 

Mr. Bonner. By accepting them they agree to do certain things, 
do they not ¢ 

Mr. Baux. That is correct. 

Mr. Bonner. And then the unsubsidized operator says, “Well, I do 
not care to do that, so I will net accept the subsidy and I will run 
where I please.” Is that correct ? 

Mr. Bane. I do not think it is quite that simple, Mr. Chairman. 

Mr. Bonner. That is what I want to get. L appreciate that paper 
you read, but I just want to be enlightened along that line. 

Ir. Batu. It is not too simple a proposition today, as I see the pie- 
ture, for any ship operator to get a subsidy. I think there are two 
applications that have been pen ding up there now over a year. 

Mr. Bonner. This committee did not do that. The Appropria- 
tions Committee put a limitation on the money. 

Baut. Lam talking about the proceedings before the Federal 
Maritime Board itself. It is a long proceeding. 

Mr. Bonner. You mean there are some applications for subsidy 
pending ? 

Mr. Bani. That is right. Most of the essential trade routes now 
have lines operating on them which are subsidized, and when an un- 
subsidized owner comes In and applies for subsidy, he may be operat- 
ing on that line, and the application is opposed and the proceedings 
ean drag out a long time. He may or may not get the subsidy. The 
subsidy is not automatic, it is quite a diflicult proposition to achieve 
Ole, 

Mr. Sueniry. Mr. Chairman, 

Mr. Bonner. Yes, Mr. Shelley. 

Mr. Surtury. I desired to ask a similar question. May I put it 
in a little different way ? 

Mr. Bonner. I wish you would put it in an understandable way. 
I cannot seem to make myself understood here. 
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Mr. Sueviey. Mr. Ball, are the wnsubsidized lines which are mem- 
bers of the association represented by you in this hearing today pre- 
pared if they are granted these benefits to assume the obligations that 
the lines prese antly subsidized must assume insofar as putting money 
back into new ships, to operate regular services, whether they are 
profitable or not, and to accept some of the other operating restrictions 
imposed under the 1936 act by the Federal Maritime Board on subsi- 
dized lines ¢ 

Mr. Bae. Well, ] cannot answer for the companies. 

Mr. Bonner. That is what I want to get, Mr. Shelley. 

Mr. Bauw. I cannot answer for t the companies on all of those things 
you are talking about, because, after all, along with those goes an 
operating and construction subsidy as well as these tax benefits. 

The tax benefits in the beginning under the 1936 law were relatively 
minor when the corporation tax rate only averaged about 17 or 1s 
percent. Now they are a tremendously important part of the picture. 

I would assume that some restrictions—of course, there are restric- 
tions on section S11 tax benefits anyhow: The funds have to go back 
into replacement or reconditioning of vessels. That is one restriction 
that is in the law as it is. 

Mr. Sueuiry. Now without speaking for the lines—you have served 
ina legislat ive enpacity— -dlo you think that it is reasonable for the Con- 
gress to expect the unsubsilized lines, if they have extended to them 
the benefits now extended to subsidized lines, to accept the same spe- 
cific responsibilities that are imposed upon subsidized lines? What 
would your thought about that be from a legislative viewpoint 4 

Mr. Baus. Of course. if vou extend all the benefits, including the 
subsidies—in other words, if vou make the subsidy available to any 
operator in the foreign trade regardless, on some kind of a basis, then, 
of course, the restrictions should be equal all the way across the board. 

Now if what you are getting at is whether the extension of the tax 
benefits, say. even those that are provided now in S, 241, to the unsub 
sidized operators should carry with it control of the Maritime Admin 
istration over the—— 

Mr. Suruiey. Route. 

Mr. Baus (continuing). Routes they sail on, and the number of 
sailings, no, | do not think it should. 

If you are going to go that far, then you should go the whole route 
and give them the operating differential subsidy as well. 

Mr. Auten. Mr. Chairman, could I ask a question along the same 
lines ¢ 

Mr. Bonner. Yes, Mr. Allen. 

Mr. ALLEN. Senator, is it possible for you to list the burdens which 
are placed upon the subsidized lines by their contracts and by the law 
which are not placed upon unsubsidized lines. and to evaluate those 
burdens in terms of money; and also on the opposite side, to evaluate 
the benefits that subsidized lines receive and which unsubsidized lines 
do not, in terms of money, so that we could tell whether one is making 
a deal that is favorable to the lines or favorable to the Government 
and the Nation itself ¢ 

Mr. Baui. Well, Congressman, I am not an accountant and T ai 
not in the shipping business. I could not possibly do that kind of 
complicated accounting job. 
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It seems to me the Comptroller General has made several reports 
that are along that line, of trying to evaluate the benefits to the subsi- 
dized operators. 

The Treasury study of maritime tax benefits certainly did it. 

I might add that these restrictions on the subsidized owners are 
not as onerous as they may appear in the contract itself, because they 
have been excused many times. 

In your own hearings on the long-range bill in the Eighty-first 
Congress, on page 342, there is a long list of exceptions to the sailing 
requirements that had been granted by the Maritime Commission. 

Obviously, when the Government is paying an operating differential 
subsidy to an operator and he is supposed to sail 24 times a vear on 
a given route and the freight will not more than half cover 12 sailings, 
I think the Government would be foolish to hold him to his con- 
tract and force him to sail empty 24 times a year. It seems to me 
shipping services, no matter what you write into a contract or a law, 
are bound to follow the flow of traffic in the world. And I think the 
Maritime Administration has to do that if it is going to be businesslike 
at all, and it has done it in the past. It has relieved them many times 
of fulfilling their sailings. I think on one route those hearings showed 
they excused them from any sailings at all for 18 months. 

Mr. Bonner. That is on scheduled routes where trade had been 
lost, where there was no trade? 

Mr. Bati. That is right. 

Mr. Seeiy-Brown. Mr. Chairman / 

Mr. Bonner. I wonder if it is the pleasure of the committee to 
take the committee members here in order. 

Mr. O'Toole ? 

Mr. O’Tooir. No questions. 

Mr. Bonner. Mr. Bennett / 

Mr. Bennerr. No questions. 

Mr. Bonner. Mr. Garmatz ? 

Mr. Garmatz. No questions. 

Mr. Bonner. I did not mean to take all the Democrats first. 

Mr. Tollefson, do you have any questions ¢ 

Mr. Totierson. I have a question I would like to ask Mr. Ball. 

Mr. Ball, the companies vou represent are supporting the measure 
which provides for, shall we say, construction subsidy through the 
medium of tax deferment / 

Mr. Bau. Yes. 

Mr. Totuerson. Lam sorry that ] was not here to hear all of your 
testimony, but I assume that you had advanced similar arguments to 
those advanced by companies which are presently benefiting by 
subsidy under the present law; in other words, that you have diffi- 
culty getting capital to replace your ships, to build new ones, and 
that sort of thing. Is that the basis for it ? 

Mr. Batu. That is correct. I have quoted the figures showing 
that the cost of replacing the ships is going te be—if the price of 
these Mariner-type vessels is any indication—at least four or five times 
what the present vessels cost. I doubt if even the subsidized owners 
with these tax benefits have really adequate capital reserves to replace 
their fleets, and I am very sure that the unsubsidized owners just have 
not been able to accumulate such reserves under our present high cor- 
poration taxes. 
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Mr. TotneFson. Now, if this law is passed by Congress, it will pro- 
vide certain restrictions with respect to your companies as well as 
with respect to the presently subsidized lines; will it not‘ 

Mr. Bau. Yes. Asa matter of fact, the restrictions in section 511 
on the reserve funds of unsubsidized lines are considerably stronger 
than they are on the subsidized lines under the 607 plan. We would 
be required to commit these funds for new construction or recon- 
struction or payment of mortgage indebtedness within 5 years at the 
most after deposits, whereas they can hold them for the life of their 
subsidy contracts, which is at least 10 years. 

Mr. ‘Touuerson. In other words, the presently subsidized lines and 
the nonsubsidized lines will be thrown in the same category if this 
bill is passed with respect to tax deferments for construction purposes, 
Is that not true? 

Mr. Baui. No; not completely, Congressman. 

I listed three differences, three things, the most important of which 
is their privilege of withdrawing funds from deposits in their special 
reserve funds to pay operating Josses in bad years. That is espe- 
cially important in the shipping industry because it does have such 
violent fluctuations, 

Mr. Touterson. Tam sorry I did not hear all of your other testi- 
mony. Would you mind mentioning the others / 

Mr. Baty. The other one is they depreciate their vessels on a 20- 
vear life, which gives them 5 percent a year, whereas the unsubsi- 
dized lines have to take the life given them by the Internal Revenue 
Bureau, which quite often is over 20. 

And the third one—— 

Mr. Toutterson. Well, that isnot soimportant. What Lam actually 
getting at—there is a tendency on my part to be a little bit confused 
with respect to operation subsidies under which the subsidized lines 
must operate over established routes and run regular trips, and all 
that sort of thing. Now, that would not apply to the presently non- 
subsidized lines: would it ¢ 

Mr. Bau. No: it does not apply to them. But, as a matter of fact, 
any businessman knows that regularity of service is essential if he is 
going to attract and keep traffic and customers. We made some 
stuclies, and certainly in the intercoastal trade of domestic lines which 
are unsubsidized they maintain very regular service. Isthmian main- 
tains very regular round-the-world service. I think they match the 
subsidized lines in their regularity. 

Any liner service has to be reasonably regular. 

It is easier for them when something happens. When world trade 
shifts on a given route and you do not have as much cargo, any- 
where near as much cargo which justifies the number of sailings you 
have been having, the unsubsidized owner can cut down his sailings 
without getting the approval of the Maritime Administration, whereas 
the subsidized owner has to get that approval. In the past he has 
not had too much trouble getting it. 

Mr. TouiLerson. Now, coming back to the question, if this bill is 
passed, that operation subsidy is of no moment as far as your com- 
panies are concerned ; it is / 


Mr. Bau. No. 
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Mr. Toutterson. You are interested simply in this tax-deferment 
proposal so that you might be enabled to build new ships or recon- 
struct or reconvert old ones. Is that not true / 

Mr. Batu. That is correct. 

Mr. Touterson., And you are asking that vou be given as much as 
possible the same consideration as subsidized companies are now get- 
ting under the law / 

Mr. Bani. That is correct. We do not believe there is any justifi- 
cation for giving these tax benefits—which in view of the very high 
corporation tax today are very substantial—to the group of operators 
who are already getting substantial benefits from the Treasury in 
terms of subsidy and denying them to the group of ship operators 
who are getting no benefits from the Treasury, when, after all, the 
unsubsidized ships are just as valuable to our commerce and the 
national defense as these subsidized ships. 

Mr. ‘Touterson, That is the question [ was going to ask. You are 
just as much a part of our merchant marine as the subsidized lines, 
and the same arguments, to a degree at least, which would apply to 
their receiving assistance would apply to the nonsubsidized lines ¢ 

Mr. Bati. That is correct. In fact, in the last war the domestie 
fleet was the first fleet requisitioned. It was in home waters and 
readily available. 

Mr. Totterson. That is all, Mr. Chairman. 

Mr. Bonner. Mr. Murphy? 

Mr. Murriry. No questions. 

Mr. Bonner. Mr. Weichel / 

Mr. Weicuen. No questions. 

Mr. Bonner. Mr. Robeson ¢ 

Mr. Ropeson. No questions. 

Mr. Bonner. Mr. Seely-Brown / 

Mr. Seecy-Brown. I wanted to make sure that [am correctly in- 
formed as regards certain of the testimony which you presented, 

Do we not have two types of subsidies—a construction subsidy and 
an operating subsidy ¢ 

Mr. Bani. That is correct. 

Mr. Srety-Brownx. Am I correct in my understanding that the tax 
deferment to which you specifically have referred in vour testimony 
for your operators would apply to construction only 4 

Mr. Batu. Well, it would apply only to the purchase of new vessels, 
to the reconditioning of old vessels, or to the payment of mortgage 
indebtedness on existing vessels. Those three things. 

Mr. Seery-Brown. Does that same rule apply for tax deferments 
to the subsidized lines? Can they use these tax deferments in any 
wav in addition to those which you have just listed ¢ 

Mr. Bani. Yes; they can also withdraw them in bad years to pay 
operating losses. Aoi 

Mr. Seety-Brown. But under the terms of this bill you would not 
be given that same privilege ¢ 

Mr. Batt. No: we would not. That is the one major discrimination 
that is left in S. 241, taxwise. 

Mr. Seevy-Brown. That is what [ wanted to bring out. 

Thank you, Mr. Chairman. 

Mr. Baty. Of course, that is tremendously important, as L say, 
because of the fluctuations and the very violent fluctuations in the 
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shipping industry. And, if you are trying to strengthen the financial 
structure of the unsubsidized lines as that of the subsidized lines has 
been strengthened, that is one of the best ways of doing it. 

Mr. Bonner. Now, what is the reason for that / 

Mr. Baui. I think the reason is the same reason, Mr. Chairman, 
back of the whole 1936 act: that an adequate merchant marine is vital 
to our security and to our commerce. It is even more vital today than 
it was in 1936, because we ave spread out all over the world today. 

Mr. Bonner. What I mean, you say now the tax privilege is 
accorded more to the subsidized lines than it is to the unsubsidized 
lines, and they can take from their funds moneys to pay losses in 
operation and you cannot do that. 

Mr. Bauw. That is correct. 

Mr. Bonner. Now, [ ask you then, what is the reason for that / 
What was the reason advanced for giving them that privilege ¢ 

Mr. Bann. I am sorry, Mr. Chairman, I have not studied the 1936 
hearmes, and I do not know how that arose, 

Mr. Bonner. What is the feeling in the industry’ Is it not rec- 
ognized there is some fundamental reason for that differential 

Mr. Baus. 1 would guess that it was a recognition by Congress in 
1936 that this industry is subject to these very violent fluctuations, 
much more violent than the rest of industry, and that this would give 
them a chance to more or less level them out. 

Mr. Bonner. Then I will ask you: Is it because the subsidized lines 
have to meet certain requirements that you do not have to meet ¢ 

Mr. Bau. Well, that is part of the whole act. Yes; they do have to, 

Mr. Bonner. Is not that the reason, then, that they are required 
to sail on a certain route continuously and keep up a schedule and 
you are not! 

Mr. Bane. Well, Mr. Chairman, they are required to do a lot of 
things. That is one of them. Their accounts are all subject to audit 
by the Maritime Administration. I think they have to use only 
American-built ships. There are a lot of things. 

Mr. Bonner. Would you not say, then, it is reasonable to assume 
they should be given some leeway and an extra benefit if they are 
required to do certain things that others are not ¢ 

Mr. Bani. Well, Mr. Chairman, the subsidy itself is a tremendous 
benefit, because the difference today in operating costs between an 
American-flag ship and most foreign-flag ships is much greater than 
it was in 1956. There is a tremendous differential in operating costs. 
They get that. 

Now, just what benefit was in return for what obligation the sub- 
sidized lines undertake, I would not know, and I doubt if Congress 
tried to tie them together that way. 

Mr. Bonner. Well, I want to know, because we are going to have 
something to do in reporting this bill out. [have an idea, if vou turn 
all operators loose with the same benefits, you are going to go into a 
chaotic condition unless you have rules and regulations. Ll mean it 
will be “dog eat dog.” and finally you will slump the whole works, 
Which is what happened before the 1936 act, if you recall. 

Mr. Bennerr. Mr. Chairman / 

Mr. Bonner. Mr. Bennett, 1 was going to take the membership 
down the line and then come back. 

Mr. Robeson, did you pass ? 
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Mr. Rosrson. I passed. 

Mr. Bonner. Did you pass {indicating to Mr. Ikard | / 

Mr. Ikarp. Yes, sir. 

Mr. Bonner. Mr. Van Pelt / 

Mr. Van Per. No questions. 

Mr. Bonner. Mr. Allen. 

Mr. ALLEN. Senator, getting back to this line of questions that the 
chairman has just directed, is it not true that there is a requirement 
on subsidized lines that profits of over a certain percentage be deposited 
in this fund in order to give security for the recapture of profits at 
a later date, and that the subsequent year of loss would obviously 
make that recapture less in amount: and that, therefore, those funds 
were permitted to be thrown back into the general funds of the 
company ¢ 

Mr. Batu. Well, ves; that isthe mechanics of it. But they can also 
make voluntary deposits in addition to that, as 1 understand it. 

Mr. Auten. But there is no requirement that any unsubsicdized lines 
should have a reserve for recapture, obviously / 

Mr. Batu. No: that is correct. 

Mr. Atuen. And in years of loss there would obviously be less 
necessity for securing an ultimate recapture than if there were a 
profit ¢ 

Mr. Batu. Yes; from the standpoint of the Government, I think 
probably you have got the reason for it. 

Mr. Atuen. The provision of the law? 

Mr. Batu. Yes. 

Mr. Auten. For my own information, can you tell me what un- 
subsidized liner services are engaged in foreign trade / 

Mr. Baui. 1 could not list them all, Tam afraid. The Isthmian 
and Calmar, States Marine, Waterman, have liner service to Europe. 

Mr. Auten. Are any of them in substantial passenger service ? 

Mr. Barz. I do not believe so. From what T have heard, I do not 
believe any American company could operate a passenger service 
without a subsidy. 

Mr. AtLen. Getting back to this question of evaluating the burdens 
that are peculiar to subsidized lines, it seems to me that they are the 
justification completely for a subsidy, if there is one. 

I would like to get as much information on that subject as [ ean 
from everyone that testifies, including vourself. 

You have mentioned that the subsidized lines are relieved of the 
necessity of giving a full service if there is no freight or passenger 
traffic available. Is it not true, however, that if the situation were 
in reverse and a very fertile field for business developed, that the sub- 
sidized lines would not be permitted to withdraw their ships and 
put them into the highly lucrative trade if there was still a reasonable 
amount of traffie on the authorized routes ? 

Mr. Bane. Well, that is correct. They could not withdraw those 
ships. They could acquire, charter other ships, though, and put them 
in the more lucrative trade, and I believe they have in the past. 

Mr. Aruen. But. as to the ships they commit and the voyages they 
agree to, they are not in a position to take advantage of a particularly 
lucrative trade? 

Mr. Barn. That is correct. 

Mr. Auven. Is that a substantial financial burden upon them? 
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Mr. Baty. I think it issome. I think you can easily overestimate it, 
because I think any operator that is running a liner service has to, 
by the necessities of business operation, maintain a reasonably regular 
service. He cannot run away for 6 months and then come rack and 
pick up the traffic; somebody else has got it in the meantime. 

Mr. ALLEN. Ge nerally speaking, is it not true that the subsidized 
services obtain contracts for the operation of ships which do include 
a greater passenger-carrying capacity and which are both more ex- 
pensive to build and more expensive to operate than is usually the 
situation with unsubsidized lines / 

Mr. Bauw. That iscorrect. I do not think any unsubsidized operator 
runs any passenger service. And, as I said, the cost of an American- 
flag passenger ship is so tremendous in relation to that of foreign lines 
that I do not think any unsubsidized operator could do it. 

Mr. ALLEN. Then is it not true to say that as a practical matter one 
burden of the subsidized lines has historically seemed to be the build- 
ing of these rather expensive passenger-carrying ships 4 

Mr. Baw. That is the burden in the law, exce pt we have only built 
five since the end of the war, and we are having plenty of trouble on 
those right now. I do not know whether you are going to get very 
many more built. 

Mr. ALLEN. What Tam driving at is whether or not we would elimi- 
nate the supply of any passenger ships if we eliminate the difference 
between subsidized and unsubsidized lines. 

Mr. Bau. Tam corrected here. Eastern and Bull Steamship both 
operate passenger service. Bull runs one down to Puerto Rico. I for- 
got that. It is unsubsidized. I doubt if he makes any money in the 
service, 

Mr. Atten. Is Puerto Rico foreign service ¢ 

Mr. Bau. No. 

1 am not sure whether you would or not. You might. I think you 
are going to have a very difficult time developing passenger service 
under any conditions, the way it looks to me. 

Mr. Auien. IT noted your comments with regard to the equalization 
of opportunities—IL suppose that is a good way to phrase it—between 
the two types of lines, and the comment that in times of stress the 
unsubsidized lines in competition with the subsidized lines would prob- 
ably not weather the storm and would go out of business. Would it 
not be equally true that if all of the lines were unsubsidized they would 
all go out of business under your reasoning ¢ 

Mr. Bau. L think probably most of them would if they were all 
unsubsidized. It seems to me they have in the past. 

Mr. ALLEN. Would it be true then that the taking of the three steps, 
or at least one of them that vou recommend, to eliminate all of the 
benefits that are given to subsidized lines, we might end up in our hav- 
ing no operating merchant marine—if that were our only action ¢ 

Mr. Batt. No. On the contrary, I think we would have more 
financially strong companies than we would have this way. 

I think the Treasury's study of the growth in net worth of the 
subsidized versus the unsubsidized lines since 1937 is tremendously 
revealing, because it shows they have become strong enough to weather 
a financial storm, whereas the unsubsidized operators’ growth in net 
worth is 42 percent, as I reeall, which hardly keeps up with the in- 
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flation since that time. Well, they are obviously not in too good a 
position to weather a long recession in shipping earnings. 

Mr. Auven. I thought you said some place that one way to bring 
the lines into equality was to eliminate all laws. 

Mr. Baun. Oh, yes: L said that was one alternative. I did not 
recommend it. 

Mr. AuieNn. If we followed that alternative, it would result, how- 
ever, in a time of stress in the practical elimination of the merchant 
marine ¢ 

Mr. Bauv. IT think it would. 

Mr. ALLEN. Now with regard to the unsubsidized lines, would the 
enactment of S. 241 without amendment in any way increase the gap 
between the advantages to the two types of lines ¢ 

Mr. Baty. Decrease it very materially. 

Mr. Auuen. Then, if it is a fair question, would your organization 
prefer the enactment of S. 241 as it is, with the reservations that you 
have stressed—that it would not complete the law fairly but might be 
amended—would you prefer the enactment under those circumstances 
to no action at all? 

Mr. Bani. Oh, yes, Congressman. I thought I made that clear. 
We do not want to be precluded from proposing other changes. As 

indicated at the end of my statement, we believe that the 1936 act 
needs a pretty thorough study, fairly critical study, by Congress to 
see whether it is adequate to conditions today in the light of all these 
things. 

I think the chairman yesterday mentioned he was appointing a sub- 
committee to go into the questions raised by Admiral Cochrane on 
determining the construction subsidy. 

It seems to us there are some other questions: Whether this essential 
trade route idea is entirely sound, being one of them, for instance. 

Mr. Auten. The point I wanted to get exactly clear was that S. 241 
as is isa step in the right direction / 

Mr. Bau. It is. 

Mr. Atiten. And there will be no retrogression involved in the en- 
actment of the law as it is? 

Mr. Baty. That is correct. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Bonner. Mr. Mumma ? 

Mr. Mumma. No questions. 

Mr. Bonner. Mr. McIntire? 

Mr. McIntire. Just for my own information—some of the others 
of the committee may understand it a little more clearly than I— 
I would appreciate it, Mr. Ball, if you would go down through the list 
of your members of vour association and advise the committee, and 
me in particular, which of these companies are eligible under the 1936 
act for either operating or construction subsidies, and which of them 
are not eligible by the nature of their business. 

Mr. Batz. Tam not too sure. American-Hawaiian, Bull and Luck- 
enbach and Eastern, 1 believe, and Baltimore Insular are mainly in 
the domestic trades. They do have ships that are in the foreign trades 
from time totime. I do not know as they are regular. So is Seatrain 
a domestic. States Marine is the main one that would be eligible for 
a subsidy. 
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I do not know whether these would be eligible or not, but those in 
the foreign trades would be Eastern Steamship, Shepard Steamship, 
States Marine, and States Steamship. The others are primarily in 
the domestic trade. 

Mr. McInrire. That is all. 

Mr. Bonner. Mr. King’ 

Mr. Kine. I would like to ask a question as to what has been in the 
past accomplished in the interests of the Government. The justifica- 
tion for the subsidies and the special tax privileges is largely a matter 
of shipping capacity in time of special need to our country. [notice 
you say these subsidized lines have had an increase in net worth from 
66 million to 589 million over a 12-year period. 

Mr. Bait. Yes. 

Mr. King. Operating under the present law. 

Mr. Batn. Those are the Treasury figures. 

Mr. Kine. What amount of that 8320,000,000 increase is standing 
today strictly in the form of shipping capacity available for emer- 
gency use / 

Mr. Bauw. I have not got the figures before me. I could get them, 
I suppose. But Lam sure the committee could get them. 

I believe the great bulk of it is invested in ships. As I recall, there 
are not more than 316 or SZO million in these various reserve funds 
according to the last table I saw of the subsidized lines, which would 
mean the rest of it. 

Mr. Kina. If the capacity for emergency use is one of the principal 
sims of the Government, it would be interesting to know just how 
much of that growth in net worth really stands ready for Govern- 
ment emergency use in the form of actual ship bottoms. 

Mr. Baue. I think practically all of it, and the rest of it is being 
accumulated in their reserve funds for down payment on new ships. 
Mr. Bonner. Well, then, the 1936 has accomplished its purpose. 

Mr. Baty. I believe it has as far as the subsidized lines are concerned. 

Mr. Bonner. I am glad you brought that out, Mr. King. L was 
interested in that very thing to start with, and from your statement 
there and from the conversation you gentlemen have had, it looks 
to me as if the 1936 act then has accomplished its purpose—the stand- 
by emergency fleet that we are thinking about all the time. 

Mr. Banus. LT think very clearly it has with respect to 15 subsidized 
lines, but for the scores of unsubsidized lines their gain in net worth, 
their increase in strength and stability has merely kept pace, and has 
not quite done that, with the inflation since 1957. 

Mr. Bonner. Prior to the 1936 act it wis all in a chaotic condition, 
was it not ¢ 

Mr. Bann. In 19367 

Mr. Bonner. Prior to the enactment of the act. 

Mr. Bau. Yes. 

Mr. Bonner. The whole merchant marine was in a chaotic condi- 
tion. 

Mr. Bans. That is correct. 

Mr. Bonner. The intent of the act was to build it up, stabilize it, 
and make it ready and have it as an arm of the national defense. 

I ask you this one question: By that accomplishment in the inter- 
national part that we have played, have we not brought about tempo- 
rarv—L hope it is not temporary—but have we not brought about a 
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large addition in the American merchant marine that probably does 
stand in jeopardy just like any other war business stands in jeopardy ? 

I have had so many men come to me about opening up the Ship 

Sales Act so we could get more ships out of the reserve fleet, putting 
them in competition w ith good sound business that is operating today 
both in the subsidized and unsubsidized trade, because it is fruitful 
today. But their intention is not to stay in the merchant-marine busi- 
ness. They would be in and out. There are 2 lot of them in and out 
today, are there not ¢ 

Mr. Bau. I think there are some that would not be in, perhaps, 10 
years from now. 

Mr. Bonner. That is right. 

Mr. Batu. I think we agree with you completely on the Ship Sales 
Act. 

Mr. Bonner. I am tremendously interested in the merchant marine 
and am trying to find a solution for this problem, but I certainly do 
not want to tear down the act that has built the American flagships 
up to their present status. I do not want to see it torn down again 
and go back to a chaotic condition. That is the reason I hope some- 
body that testifies here can testify as to these benefits that are ques- 
tionable and those not receiving the benefits, and what is derived from 
the benefits, and what is not derived from the benefits. 

We have had hearings before on this and, of course, we could go back 
to former hearings and save the Government a lot of money on these 
various papers that are read. I am hoping somebody will get down 
tothe meat in the coconut. 

Mr. Baun. Mr. Chairman, we agree completely insofar as the subsi- 
dized lines are concerned that the act has worked admirably well, and 
the tax incentives have had a tremendous part in strengthening those 
lines. But, after all, the subsidized fleet only accounts for 250 ships 
out of some 1,200 ships in the American merchant fleet. Now the 
other 950 are absolutely essential to our defense, and yet those lines 
have great difficulty and have not been able to accumulate the vessel 
replacement reserves to anywhere near the extent that the subsidized 
lines have. 

We think that some of these tax incentive benefits which have helped 
the subsidized lines would be of tremendous help in strengthening the 
unsubsidized portion of the industry without the extra cost to the 
Treasury involved in the subsidy itself. 

Mr. Bonner. I have asked some of the very fine men that are officials 
in the unsubsidized lines why, when they had the opportunity to get 
into subsidized trade, they did not do it. They felt they would run 
their business like they would like to run it and wanted to run it. I do 
not want to call their names, but IT had some very fine men, and I have 
great confidence in them and admire them for that spirit, and they 
seem to be very successful. 

Now we will go back. These gentlemen passed in the beginning. 
Mr. Bennett passed. 

Mr. Bennerr. For my own clarification, T would like to ask you one 
or two questions, Senator. 

I would like to ask yvou—are not there roughiy two benefits that come 
from the subsidization—one from the standpoint of keeping open to 
American bottoms these routes, and the other one to keep ships and 
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shipping personnel available? Are not they, the two objectives of the 
1936 act, pretty well borne out ¢ 

Mr. Baus. | think also the shipbuilding capacity. That is part of 
it. That is part of the whole objective of keeping a strong merchant 
marine. With the crews and officers in being, you keep the ships afloat 
and operating, and you keep the shipyards with at least a nucleus of a 
staff. 

Mr. Bennerr. Now both of those objectives, including the ones you 
just mentioned, are accomplished fairly well by the 1936 act as far as 
the subsidized lines are concerned ; is that correct / 

Mr. Baus. That is correct. 

Mr. Bennerr. Now with regard to unsubsidized lines, of course, the 
first objective which I mentioned would not be present ; is that correct ¢ 

Mr. Baxi. The essential routes ¢ 

Mr. Bennerr. The essential routes. 

Mr. Bau. Well, the unsubsidized lines differ. A lot of them are in 
the domestic trade. Some of them are in the tramp service. Some 
of them are in liner service. The ones that are in foreign liner service 
serve routes just about as regularly as the subsidized. 

Mr. Bennerr. Well, from the standpoint of the 1936 act, do you fee] 
that that number one point of keeping routes open has really been aided 
materially by the 1936 act 4 

Mr. Bat. Oh, T think it has helped undoubtedly. I think perhaps 
it has had a little too much emphasis, because I think world trade in 
the course of 10 or 20 vears can shift tremendous ly, and a route that 
Was essential in 1936 may be nonessential today, and some routes that 
did not carry anything in 1936 may be vital today. So it is a con- 
stantly shifting thing. 

Mr. Bennerr. Do I understand you to say that the tax benefits in 
volved in the existing legislation are more important than the con 
struction and operational subsidies as far as the accomplishment of 
the 1936 act is concerned ¢ 

Mr. Bata. That is the contention of the Treasury in its report, 

Mr. Bennerr. Tam talking about your opinion. 

Mr. Baiw. I believe they have been at least as important, perhaps 
more Important, 

Mr. Bennerr. You feel then, in justice, even though the unsubsi- 
dized lines would apparently be getting most of the benefit of the 
1936 act. that that would be a fair thing to do even though they did 
not take up the route requirements and other requirements required 
inthe 1936 act for subsidized lines 4 

Mr. Bauw. Yes, 1 think it would be, because I think that an Ameri- 
can flagship in the foreign trade or in the domestic trade serves the 
commerce and defense of the United States. which is. after all, the 
whole reason for the 1936 act, just as effectively as subsidized ships. 
And if you can keep ae going at half the cost to the Government, 
keep them strong. it seems to me a good bargain. 

Mr. Bexnerr. Have you any facts and figures to show us about 
what the comparative benefit to defense was in World War IT as be- 
tween subsidized and non-subsidized lines ¢ 

Mr. Baus. I can get that. IT would suggest that roughly about one 
fourth or one-fifth of the ships that were reqiisitioned at the begin 
ning of World War IT were subsidized, and the other four-fifths were 
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unsubsidized. I know that the first fleet that was taken was the do- 
mestic fleet which, of course, was unsubsidized. 

Mr. Bennerr. Mr. Chairman, if we could get that I think I would 
like to have it. 

Mr. Bonner. When you get it, get the differential in what the 
Maritime Commission pays for these ships. Remember the unsubsi- 
dized ships had fabulous prices paid for them. We sold them at five 
or six dollars a ton and bought them back at 895 and S100 aton. You 
recall that. It was a very bad experience. 

I happened to be around here when Admiral Land testified, when 
they were selling these ships in the face of the cloud that was arising 
over the world at the time, and this committee cautioned about selling 
these ships at Sd.a ton. He called them old crates. He bought them 
back at S100 a ton. 

Of course, these subsidized lines just went in and took them over. 
There is quite a difference, you know. 

(The following letter was later supphed for the record :) 

ASSOCIATION OF AMERICAN SHIP OWNERS, 
Washington, D.C., May 2, 1952. 
Representative Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
Old House Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: During questioning which followed my testimony on 
S. 241 before your committee on April 24, Twas asked by Representative Bennett 
of Florida, if I could supply him figures on how many subsidized and how many 
unsubsidized vessels were requisitioned by the Government by World War IT. 
Representative Bonner, who was presiding in your absence, asked that I also 
supply, if possible, the cost of the vessels to the Government in each category. 

The best information IT have been able to find in answer to Representative 
Bennett's question is a tabulation of al lvessels, by companies owning them, req- 
uisitioned either for charter or for tithe by the Maritime Commission, which 
appears at page 540 of part L of the hearings before the House Committee on 
Merchant Marine and Fisheries on H. R. 1425, the Ship Sales Act of 1946, 
Seventy-ninth Congress, first session. The tabulation was supplied by Admiral 
Land and the summary table is as follows: 


} 
ax | 
Not vet 
( l 
, deliv d 
141 142 104 1444 1045 
Subsidized 147 Ss 6 4 9 Q 
Unsubsidized 900 322 14 107 10 1: ‘ 
SOM ..ccc- ne . 1, 047 360 10 Hy lit Ht 17 12 


IT have been unable to find any breakdown of the prices paid by the Government 
for the ships requisitioned for tithe. IT inquired at the Maritime Administration 
and found that it has no tabulation in that form. Of course, in addiiton to the 
Vessels requisitioned for title, the Government also had to pay for many vessels 
taken for charter and lost. People at the Maritime Administration estimated it 
would cost them several thousand dollars to prepare such a tabulation with any 
accuracy and containing figures truly comparable. They could not, of course, 
properly undertake such an expensive operation for me as a private citizen, 
although I assume it would be done at your committee’s request, if the committee 
considers the information important enough to the legislation under considera- 
tion to warrant such an expenditure. 

I trust this reply to the question directed to me will be satisfactory. 

With best regards. 

Yours sincerely, 


Josern H. Baur, 


Vice President, Association of American S hip Owners. 
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Mr. Bat. May I point out, Mr. Chairman, though, that all that 
price that the Government paid is refleeted in the growth of the net 
worth of the unsubsidized companies, which is still just a fraction of 
that of the increase in the net worth of the subsidized companies. 

Mr. Bennerr. Here is a point which 1 do not understand, and un- 
doubtedly the knowledge of the facts would clear it up very much. I 
would like to get assistance on this point. 

I would like to ask you, how can the mere postponement or defer- 
ment of tax liabilities for a relatively short number of years have an) 
material importance upon the over-all economy of the particular 
portions of the industry involved ¢ 

Mr. Batu. Well, as a matter of fact, it is a deferment as long as you 
keep the mioney tied up in ships. 

Mr. Benserr. 1 understand that answer, but I do not under- 
stand— 

Mr. Bani. It helps tremendously today. If you make a million 
dollars of profit, the Government takes 8520,000 of it In taxes, which 
leaves vou S480,000 to pay dividends, plus whatever you want to plow 
back into the business. And most American industry has expanded by 
plowing back profits. "They cannot do it as well today, but that is the 
way industry in America has grown. 

Mr. Bennerr. What I cannot understand— it is not a very great 
numbers of years, as 1 understand it, involved in the deferment: is 
that correct 4 How many vears are involved in the deferment ‘ 

Mr. Baus. Well. for the subsidized lines it is the life of their operat- 
ing subsidy contract, which is at least 10 years. For the unsubsidized 
they would have to conmit their funds at a maximum of 5 vears. The 
law says vears, but the Maritime can extend that, two. We think that 
is too short a time to plan to commit funds to as expensive a capital 
investinent as complicated as deep-sea ships. 

Mr. Benner. How is great benefit involved? Is there some benetit 
in not having to pay interest for the sum of money for a period of 
time, or why all the enthusiasm for postponing taxes for 5 years / 

Mr. Batxn. Tf vou invested in ships during the 5 vears, the deferment 
goes right on. 

Mr. Bennerr. Then when does it run out ¢ 

Mr. Baus. Tt runs out when you liquidate the company. 

Mr. Bennerr. Are we sure the Government will ever come out of 
the situation’ Will the money ever be paid back to the Government / 

Mr. Baus. You can argue the Government will get the money back 
in income taxes vear by vear if the ships are profitable in operation. 

Mr. Bennerr. Then ts it a deferment or is it not just a cancellation / 

Mr. Baus. As long as you keep your money in ships, it is a perma- 
nent deferment. 

Mr. Bennerr. That is the thing that mystified me from the begin- 
ning. It looks to me, from what vou have said, that it is not a defer- 
ment at all: it is a complete obliteration of the obligation. 

Mr. Bani. No: because the obligation remains technically, but it 
never comes due until you liquidate the investment in ships. 

Mr. Bennxerr. Lam sorry to say, but Tam a person who is going to 
have to have more facts to understand that situation. T hope vou or 
some subsequent witnesses will speak as if you had people listening to 
you that find difficulty in understanding that situation. IT de. 
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Mr. Batu. Well, the Government does get some of it back. Say you 
put a million dollars of earnings in, whie *h if you did not put in your 
reserve funds, you would pay $ $520,000 in taxes on. That whole mil- 
lion dollars—if you pay 5 million for a ship, that whole million dol- 
lars is deducted from the value of the ship for tax depreciation pur- 
poses so long as you are using that ship and the depreci iation you 

can charge off is less, by the 5 percent depreciation, 5 percent of a 
million, which is $50,000 a year. So in that sense the Government 
gets it back at the rate of the income tax on $50,000 a year. But as 
long as you keep the money in ships—say now you depreciate that 
ship a hundred percent, but put the depreciation in a reserve fund 
and buy a new ship with it. When vou ae through the tax of 8520,- 
000 remains deferred as long as it is a ship, and of course one of the 
objectives of the act was to get people to invest in ships. 

Mr. Bennerr. It seems to me then you might as well say the Fed- 
eral Government might as well give you the S100 million, or what- 
ever amount, in direct subsidy instead of going through the back 
door of a so-called deferment. It does not sound like a deferment 
to me. I may not understand, but it seems to me that is the way 
it is—it is just a gift. Whether you call it a deferment or not, it is 
just a gift the way it seems to me. 

Mr. Bata. I am not a tax lawyer, but [ think technically and le- 
gally a deferment is what it is, but it isa continuing benefit. TL agree on 
that. 

Mr. Bennerr. If that is the case. why would it not be much more 
forthright and for the benefit of the general public if we subsidized 
by the ton-mile, or whatever it takes to get a fleet on the sea, instead 
of telling people it is a tax deferment, which | would have difliculty 
in underst: anding. 

Mr. Bani. 1 think our association, as T tried to point out, thinks 
that some of those questions need very thorough study. 

There was a proposition way back in 1922 for a ton-mile subsidy. 
It got through the House, I believe, but died in the Senate. Tam 
not too sure of what the arguments were against it. 

Any subsidy is difficult to administer because the Government is 
not going to put money into it and not put some restrictions on it. 
That is for sure. 

Mr. Bennerr. IT would like to make one observation, doing it with 
the knowledge I am one person that just does not completely under- 
stand the situation, and then I will let somebody else ask questions. 

It seems to me that it would be beneficial to the general public and 
our country if we are going to do any subsidization of lines, that 
we make the subsidy in as simple a form as possible that people could 
understand the situation, so that we could protect ourselves against 
corruption and evasion and inequality inthe law. That is all I wanted 
to say. 

Mr. Bauu. I agree with you. 

Mr. saves Mr. Weichel. 

Mr. Weicuen. Senator, with reference to your testimony, the 1936 
act has been operating all right. But the only thing you say is 
that out of the money from the Government, which has been very 
light from the beginning of World War II down through 1948— 
your complaint is ‘that those who were not subsidized did not get a 
bigger percentage out of the Government Treasury than the othe rs. 
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That is what I have been getting from what you say. Is that right ¢ 
i mean, you say the subsidized lines got a big amount and the unsub- 
sidized did not get as big a chunk out of it. That seems to be the 
substance. Is that about right / 

Mr. Bau.. You could put it that way, Congressman. 

Mr. Weicuen. | am just trying to get down to some simple language 
on this. 

Mr. Baus. In view of the tax benefits they had in this lush period, 
the subsidized lines have been able to increase their net worth, which 
means their financial strength, their ability to weather another reces- 
sion, by some 400 percent ; Whereas the unsubsidized ‘companies, largely 
because of the tremendously high Federal corporation taxes which 
did not let them retain too much of their earnings, have increased 
their net worth only 42 percent, which just about keeps abreast of 
inflation. So they are about where they were in 1937. They are not 
in very good shape to weather the recession that is bound to follow 
this lush period of the war. 

Mr. Weicue.. They are not in very good shape. Well, did you 
read the hearings in the Eightieth Congress and the exhibits put in 
there? They were rather hard to get, but the Maritime Commission 
put them in—all the figures. 

It shows with reference to the subsidized lines and the unsubsidized 
lines, with reference to every single company, from, | think, January 
1942 or back in 1941, what every company got out of the Govern- 
ment. There was not any private business at all—none. They got 
it all out of the United States Treasury. It shows how much they 
got for their ships that were requisitioned. 

Just like the Chairman said, it shows that those who paid S25 a 
ton got a couple of hundred dollars a ton with reference to every 
line, 

It shows that after they sold them to the Government, or they 
were requisitioned by the Government, or they were chartered by the 
Government, that each one of these “ediny every single one, subsidized 
and unsubsidized, that the Government went right back to X company 
after they took it, whether they took it for title or whether they 
chartered it, and said, “Now, how would you like to run on general 
agency?” Then they paid them for running it. 

It shows how many millions of dollars each company got for that. 

Then after the war was over in May 1945, all these people then 
chartered these Government ships and had tremendous returns, sub- 
sidized and unsubsidized, something like 1,500 to 2,000 ships. 

The exhibits in there show how much money every company got in 
every kind of a way from the Government. There was not any other 
place to get any. 

Now, all you are saving is that the unsubsidized did not get as 
much as the other ones percentagewise. Is that the only reason for 
this / 

Mr. Bau. No; I do not think they did not get as much. They 
probably got more. 

Mr. Wetcuen. That is what I thought. 

Mr. Bau. But there are more unsubsidized companies. 

Mr. Wricuen. Sure. 
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Mr. Bain. I would suggest, under general agency they got more 
fees and they probably operated far more ships than the subsidized 
lines, 

Mr. Weicnet. IT would like to have from this list of all the ship- 
ping companies which ones did badly. 

Mr. Batt. Ido not know. I may have read the hearings you speak 
of, but I have read so many hearings 1 cannot recall it. 

Mr. Wetcuen. [ am talking about the money. A number had no 
investment at all. We referred to them a lot of times as “pencil and 
paper” operators. All they had was a telephone, a pencil and a paper, 
and they get hundreds of millions of dollars out of the Government 
on the chartering of ships. Those people just bought a few ships. 

Like you say, coastwise and intercoastal were the first to be taken, 
but they have not gone back into business even though they got the 
money, because there was testimony before this committee that the 
cost of operation is too high. 

The Government itself for 3 years after the war operated the ships 
from the east coast to the west coast, and they lost four or five hundred 
thousand dollars a year out-of-pocket money, let alone replacement 
of that. So that group has not gone back into business because the 
cost of operation is too high, and the Interstate Commerce Commis- 
~ion was in here and said there was some complaint that the railroads 
are hauling too cheap. 

The Interstate Commerce Commission has had hearings for a period 
of more than 5 years—I do not know whether they have made the 
decision yet— with reference to whether they are going to raise the 
prices or not. But they say the Interstate Commerce Commission 
controls the rates from the east coast to the west coast and that there 
is no control over the stevedoring. 

Now that crowd has not gone back into any business. Now 
whatever money they have from the taking of the ships or from the 
charter or general agency, they have it. 

So are you attacking the whole 1936 act, or do you have some par- 
ticular suggestions as to how one group can get Just as much as the 
other group out of the Treasury ¢ 

Mr. Bau. What I suggested, Congressman, was that the tax bene- 
fits which are now available to the subsidized lines be also made avail- 
able on the same basis to the unsubsidized portion of the industry. 

Mr. Weicnuer. Without any obligation whatsoever / 

Mr. Bani. Without any special obligations, ves. 

Mr. Wetenen, Let me ask this question: For instance, this is gen- 
erally known, that the cost of construction and the cost of repairs in 
the United States is twice as much as in foreign ports. Now the subsi- 
dized lines can make no major repairs or replacements in foreign 
shipyards, so they have to pay twice as much if they want to replace 
any kind of mechanism. Now would you give the same privilege to 
unsubsidized lines so they could take the United States Treasury 
money and, for instance, go to Great Britain and get major repairs 
for half the money ¢ 

Mr. Baui. They cannot do it now, Mr. Congressman. If they did 
they would have to pay 50 percent duty on it, which cancels out any 
henetit. 

Mr. Weicuer. You mean for repairs ¢ 

Mr. Bau... Sure. 
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Mr. Weicner. All right. Then with reference to other obligations 
would you give them the same thing / 

Mr. Bau. The subsidized lines get an operating differential subsidy, 
which is very substantial. 

Mr. Weicuen. Yes. 

Mr. Batu. The only obligations which they undertake which the 
unsubsidized lines do not have is a certain minimum number of sail 
ings Ola given route, 

On these routes, when the trafic goes down, the Maritime Commis- 
sion can, and has frequently in the past, relieved them of it. 

They also have to have a replacement program and, as Congress- 
man Allen pointed out, they have to on certain routes, at least, try 
to develop a passenger service, which the unsubsidized don’t have 
to do. 

Those are the main obligations they undertake in return for a 
subsidy. 

Then on top of that the ‘vy get these very valuable tax benefits, which 
did not amount to so much in 1936 when the tax was a top of 19 per- 
cent, but today and all during the war it was tremendously important. 

What happened during the war was that, of course, they made 
money out of the gener: al agency. Ie verybody did. But the subsidized 
lines kept a lot more of it because of these tax benefits than the 
unsubsidized. 

Mr. Weicner. Well, would vou give everybody an operating 
subsidy ¢ 

Mr. Baus. Well. that isa big question. You just cannot give peop 
an operating subsidy under the 1936 act. You have to go in and have 
long hearings. Most of the routes now designated as essential have 
subsidized operators on them. 

Mr. Weicner. 1] mean change the law to give it to everybody. 

Mr. Baus. You mean sort of a ton-mile subsidy for anybody 
operating ¢ 

Mr. Wetenen. That has been gone through a number of times. But 
on some kind of a basis we could give a subsidy to everybody who 
operates a ship. Would vou do that / 

Mr. Baue. That isa point I think is worth studying—in the foreign 
trades, not in the domestic. 

Mr. Weitcuer. IT mean in foreign trades. 

Mr. Batu. Yes. 

Mr. Wercuer. Well, these tax benefits that you talk about. how 
would they operate with reference to equalizing it ‘ 

Mr. Bau. I think S. 241 goes a long way toward equalizing the 
tax benefits to subsidized and unsubsidized portions of the industry. 
I think it makes it simple and gives an incentive to plow back a larger 
proportion of its earnings into new ships and reconditioning and 
reconverting old ones. [think that is essential today, because for both 
the subsidized and the unsubsidized lines, one of the biggest problems 
they face is how they are going to replace their present fleets with 
new ships. which, if the price of the mariners is any indication, even 
if they get a construction subsidy, are going to cost them four or five 
times what the present ships cost. 

Mr. Weicner. What would you say about all these people that 
bought all these ships cheaply, off the Government, that are worth four 
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or five times as much now’ Would you give that money back to the 
Treasury ¢ 

Mr. Baui. I do not think so. 

Mr. Weicuen. Then yours is a one-way street with reference to 
the Government. 

Mr. Bani. Oh, no it is not a one-way street, Congressman. 

I think the prices set by Congress in the 1 146 Ship Sales Act, con- 
sidering the tremendous fleet we had to sell, were very reasonable and 
very fair to the Government. In fact, the fact that some of those 
ships did not move even at those prices indicates they were over- 
priced at that time. 

Now nobody in 146 foresaw the crisis of L948, 1949, and 1950. 
Nobody could. When you bought a ship there you might have lost 
your shirt. As it turns out they did not. The ships are worth con- 
siderably more today than they were then, even with depreciation, 
Lut it could have worked the other way. 

Mr. Weicuen. How about those we hear of from the Senate heari ings 
who bought five ships for about S200,000, then go over to the RFC and 
borrow five million’ Who is right and who is wrong in these deals 
with reference to buying a ship for nothing and immediately borrow- 
ing four or five times the amount of money on it? Is that the Mari- 
time Commission selling too cheap, or does REC not know what they 
are doing ? 

Mr. Bonner. I will have to interrupt. I would like for the hearing, 
if possible, to stay right on this bill. 

Mr. Weicuen. I did not want to get into that. What I am talking 
ebout is this: that they are selling the ships at a very small price when 
they know they are worth more than that the day they sell them, 

Mr. Bonner. Well, there are a lot of things. Mr. Weichel, that have 
happened since we wrote the ship sales bill that we did not anticipate 
at the time, and we laid up a reserve fleet knowing that we would not 
sell all the ships. 

Mr. Wreicuen. It is against the Government in both instances—a 
one-way street. 

Have you got a suggestion for that / 

Mr. Baty. The Government always requisitions an owner's ships 
when the value of the ship to that owner is at a peak, when we are 
getting into war. That is the time the Government takes them, when 
they are earning at the highest capacity they have ever been. And the 
Government is selling the ship after the war when there is a tremen- 
dous surplus of ships available. I do not know how the Government 
can get away from the operation of those market factors 

I do not see how you can tell a purchaser of a vessel under the Ship 
Sales Act, “If this ship increases in value, the Government is going to 
take it away from you and not give you any benefit of the increase, ‘but 
if the ship becomes worthless to you.’—and there was always a possi- 
bility of that with the ship—"the n the Government is not taking any 
of the loss at all.” That is a one-way street. or would be. 

I mean if the purchaser is going to take the risk, he is entitled to the 
gain. So it seems to me. 

Mr. Bonner. Mr. O'Toole / 

Mr. O'Tooir. T want to make an observation, not ask a question, 
off the record. 

(Discussion off the record. ) 
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Mr. Bonner. Mr. Seely-Brown ¢ 

Mr. Seevty-Brown. Senator, 1 would like to go back to the question 
which was asked previously by Mr. King of Pennsylvania. 

You said there were approximately 250 ships operating under sub- 
sidy, and approximately 950 unsubsidized ships ¢ 

Mr. Bau. Yes. 

Mr. Seery-Brown. And that they provided us with the fleet which 
we must rely on if a war should develop, or a greater war should 
develop. 

Now, if the tax deferments which you have suggested are not 
granted to the unsubsidized lines, how will that affect the total number 
of unsubsidized ships? Will that number decrease ¢ 

Mr. Bau. I think this is bound to decrease, because I think if there 
is not some relief—and I have doubts whether this goes far enough 
I think S. 241 would help a great deal—but if there is not some relief 
when we hit the trough, and we seem to be going into it now in ship- 
ping, the unsubsidized operator cannot compete in the foreign trade. 
The only ones that will stay in business are industrial carriers, sub- 
sidiaries of United States Steel, and some other big corporations, 
where they can charge off the loss to a parent company. They will 
probably stay in operation, although they may reduce it. 

What might happen is that the 13 or 15 subsidized lines would grow 
some as the others went out of business. 

Mr. Seevy-Brown. That is what I am coming to next. 

Is it your considered opinion that while the total number for the 
unsubsidized lines might go down, there might be a proportionate 
increase in the number of ships operated by the subsidized operators 4 

Mr. Bauy. There probably would. 

Mr. Srevy-Brown. Do you think the over-all picture then would 
remain approximately where it is today ¢ 

Mr. Bai. No, because the subsidized lines would not have enough 
capital to take over the whole, to take up all the slack by any meals. 

Mr. Srevty-Brown. In other words, you feel if this tax deferment 
which you have suggested does not go through, the total number of 
bottoms available in an emergency would decrease rather than 
increase 

Mr. Baus. IT think it is inevitable. 

Mr. Seety-Brown. That is all. 

Mr. Bonner. Any further questions ¢ 

Mr. Van Pelt. 

Mr. Vaw Pevr. Mr. Chairman, a question to you. To pursue further 
the question of Mr. Bennett, if it is in order at the conclusion of the 
present witness’ testimony, | would like to ask a question or two of 
Mr. Bailey. who testified before. 

Mr. Bonner. Yes. 

Mr. Auten. Mr. Chairman ¢ 

Mr. Bonner. Mr. Allen. 

Mr. Auten. Noting those figures on page 14 of the statement as to 
the increase in net worth of the two types of operation, you recite 
that the net worth of the subsidized companies increased 487 ses 
and the unsubsidized companies increased 42 percent; and a day or 
ago Mr. Bailey testified that during the period the shares of loving 
companies fh: ad actually gone down in value on the stock market. Ts 
there any explanation that would re oncile those two statements / 
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Mr. Bauu. I think actually the record of shipping companies, de- 
-pite earnings, even of the subsidized lines, has been very bad. Tam 
not an expert on the stock market, but I think prices of stocks tend 
to vary in terms of dividends paid rather than the net worth. And 
the dividend records of shipping companies are not too good, on top 
of which everybody recognizes it as a very risky business. 

Mr. Auten. Well, the tremendous increase percentagewise on both 
types of operation would not then indicate a very high degree of 
stability of the industry at the present time / 

Mr. Bau. It would indicate what the investors, people who buy 
stock, think of the stability of the earning capacity, the dividend- 
paving capacity of the industry. 

Mr. Aten. Are there any factors other than just the operation of 
the 1936 act which would account for this difference in percentagewise 
gain in the net worth of the two types of operation ¢ 

Mr. Bats. I do not know of any. 

Mr. Auten, Getting on to another subject just slightly—it is true, 
is it not, that while the domestic operators are not subsidized for 
operations, they are protected against any foreign competition by 
provisions of other law 4 

Mr. Bats. That is correct. 

Mr. Auten. And that to an extent substitutes for the operating 
differential subsidy ? 

Mr. Batu. Well, 1 do not know as it substitutes for that. I think it 
has just been a long standing policy. I think most maritime nations 
reserve their domestic trade for their own fleet. 

Mr. Atien. Is it not true as to domestic trade the companies are 
not put in competition with cheap foreign labor and cheap foreign 
costs ¢ 

Mr. Batu. They are in competition with the railroads, which is 
almost as tough. 

Mr. Auten. Thank you. 

a Suetitey. Mr. Chairman / 

Bonner. Mr. Shelley. 

Mr SHELLEY. Senator, in regard to the 950 vessels that are un- 
subsidized, approximately how many of those vessels would you say 
are in the foreign trades / 

Mr. Barty. Well, most of them would have to be because the domestic 
fleet is relatively small. Probably not over 150, 

Mr. Sueciry. You said in response to Mr. Seely-Brown’s questions 
that our available reserve fleet was composed of approximately 250 
vessels in foreign trade on subsidized operations and 950 other vessels, 
some of which are in foreign trade and some in domestic. 1 was try- 
ing to get a breakdown, if “possible, of what is in domestic trade and 
what is in the forei ign trade. 

Mr. Baty. I do not have the figures. 

Mr. Suetiey. You gave the figures. I presume you must 
something about the breakdown. 

Mr. Batu. I would suggest in the domestic trades, including Hawait 
and the whole business, there are not over 150 ships today. They used 
to comprise half of our whole fleet. 

Mr. Sueutiry. Prior to World War II? 

Mr. Batw. Yes, but they never came back. 


know 





LONG-RANGE SHIPPING BILL 175 

Mr. Suetrey. Are the most of the lines which you represent in 
domestic trade or in foreign trade ? 

Mr. Bati. Domestic. 

Mr. Sueviey. In domestic trade / 

Mr. Banu. Yes. 

Mr. Sueuxiery. Is it not true that those lines in foreign trade, partic- 
ularly the subsidized lines—which is part of the theory of the operat- 
Ing subsidies—are meeting foreign competition on those routes ¢ 

Mr. Bary. That is correct. 

Mr. Suetiey. Is it not also true that those lines in domestic trade 
are in a protected trade, in that under the law foreign vessels cannot 
carry cargo from an American port to an American port 

Mr. Bau... That is correct. 

Mr. Suetiry. So, therefore, they are in a protected trade / 

Mr. Bau... That is correct. 

Mr. Suevitey. And you still think that those lines should get the 
benefit of the tax-deferment features of S. 241 4 

Mr. Baun. But 1 think—— 

Mr. Sueviey. For replacement purposes / 

Mr. Baus. The protective position really works for the offshore 
territory, where the coastwise and intercoastal, of course. are in com- 
petition with the railroads, which is almost tougher than foreign 
ships, which is indicated by the fact we have less than a third the 
number of ships we had before the war in those trades. But T think 
they are the first line of defense. If we are thinking of the merchant 
marine as defense, the ships that are in home waters and operating 
are the first line. They are the first ones available and they are the 
first ones they will take, as happened in World War II. 

So T think it is just as important to help them accumulate enough 
capital to develop a ship-replacement program as it is in the foreign 
trade, 

Mr. Bonner. Mr. Miller? 

Mr. Mituer. I just had one question, Senator. Are there any areas 
of competition between our subsidized lines that are engaged in foreign 
trade and the domestic lines? Are there any places where they might 
be in competition with a subsidized international service as well as 
with the railroads ¢ 

Mr. Bani. Yes: in the intercoastal trade the APL’s around the 
world service—one L know of—one leg of that they are not subsidized 
on, but of course, their over-all subsidy kind of helps them. They do 
carry Intercoastal, 

Mr. Miner. Serves American ports and carries American goods 
or passengers in competition with the purely coast wise / 

Mr. Bann. That is correct. I do not know, there may be others. 

Mr. Bonner. Any further questions / 

If not, thank you very much, Mr. Ball. 

Mr. Baus. Thank you, Mr. Chairman. 

Mr. Bonner. There are two out-of-town witnesses. I do not know 
how long their statements will be. Of course the witnesses, Mr. Ken- 
nedy and Mr. Parke, as 1 understand, are in Washington and we 
can get them later. But there are two gentlemen who are from the 
Pacific coast. 
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If it would be the pleasure of the committee, and if their statement 
is not too long—Mr. Brown, how long is your statement ¢ 

( No response. ) 

Mr. Bonner. Mr. Parke, are you from out of the city / 

Mr. Parke. Yes, sir. 

Mr. Bonner. Do you want to make your statement preferably to- 
day ? 

Mr. Parke. If possible, I would like to. 

Mr. Bonner. Mr. Garmatz, do you have a statement you want to 
insert in the record at this time ? 

Mr. Garmarz. Yes, Mr. Chairman. Mr. Joseph L. Stanton, the 
director of the export and import bureau of the Baltimore Associa- 
tion of Commerce could not be here today, and 1 would like to have 
his statement placed in the record. 

Mr. Bonner. The statement, then, will be inserted in the record at 
this point without objection. 

(The statement referred is as follows :) 


STATEMENT BY JOSEPH L. STANTON, DireEcTOR, Export AND IMPoRT BUREAU, 
BALTIMORE ASSOCIATION OF COM MERCI 


My name is Joseph L. Stanton. Tam director of the export and import bureau 
of the Baltimore Association of Commerce. 

It should be explained that the Baltimore Association of Commerce, through 
the bureau which I head, kas carried on many of the functions of a port author- 
ity or a port agency in our city for more than 30 years. In the absence of any 
public agency such as is found in most American ports, the association of com- 
merce has represented Baltimore’s interests in maritime affairs, in the promo- 
tion of the port and is furthering legislation viewed as beneficial to our overseas 
commerce. 

The association of commerce is made up of 2,300 member business firms in 
Baltimore. Within the past month, our organization has passed a resolution 
generally opposing the appearance of local groups before congressional bodies 
in support of projects calling for Federal expenditures other than for such proj- 
ects as are of an urgent, vital. and nondeferable type or that play a definite 
part in our Nation’s defense effort. 

In view of this strongly worded resolution, I believe my appearance before 
your committee indicates the importance we attach to S. 241, the long-range 
merchant-marine bill. 

Being one of the major seaport cities of the world, we naturally have a strong 
local interest in a sound and effective merchant-marine policy, but that interest 
is transcended in this case by the far greater national importance of this legis- 
lation. We view the enactment of this long-range merchant-muarine bill as im- 
portant not only to the national economy, but vital to the national security. 
The defense aspects of the bil! are the principal grounds permitting an exception 
to our resolution and making it possible for me to appear here and strongly 
urge its passage. 

This committee has heard competent technical testimony on the various aspects 
of S. 241 and it is not my intention to enlarge on this specialized phase of this 
proposed legislation. However, we feel that the costly experience of two World 
Wars has demonstrated that a strong merchant marine is essential to the sue- 
cessful defense of this country and ultimate victory of our forces abroad. 

With respect to the expenditure of substantial funds for this purpose, it ap- 
pears only reasonable that such costs be viewed in the same light as are the ex- 
penditures for the maintenance of our Army, Navy, and Air Force. Also, such 
an outlay of funds as required by S. 241 can be further justified through the sub- 
stantial return that can be expected from the peacetime operation of our mer- 
chant ships. 

Probably the Korean police action demonstrates as effectively as anything 
that can be offered, the vital role of the merchant marine in United States mili- 
tary operations. In the 4 years from 146 to 1950, we witnessed a steady de- 
cline ip our merchant marine as its operations were reflected in maritime traffic 
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at Baltimore. Finishing World War II with the largest merchant fleet in the 
world, we saw this fleet drop steadily while foreign merchant vessels showed 
a continuous increase. In 1948 we had a total of 4,015 vessels engaged in foreign 
trade calling at Baltimore. Of this number, 2.490 were United States-flag vessels 
and 1,525 were of foreign registry. Thus, 68 percent of the vessels were flying 
the United States flag. 

But in 1949, with the larger total of 4,194 vessels calling at Baltimore, only 
2,305 were American against 1,891 of foreign registry. Thus, in a single year 
the percentage of American-flag ships dropped from 62 percent to 54.9 percent. 
In that single year, foreign shipping gained by nearly 8 percent at Baltimore. 

In 1951 we had a total of 4,485 offshore vessels call at Baltimore. Of this 
number, 2,344 were of American registry against 2,141 flying foreign flags. Thus, 
from 149 to 1951 we saw an increase of only 41 American-flag ships at Balti 
more against an increase of 250 vessels of foreign registry. 

Such foreign shipping, of course, makes considerable contributions to our 
port activity, but it certainly does not indicate a healthy program for the United 
States merchant marine. 

Baltimore has long been known as a port having the most modern and eflicient 
shipbuilding and repair facilities on the Atlantic coast. We have 12 shipbuilding 
and ship-repair yards with nine shipways accommodating vessels ranging from 
100 feet to more than GOO feet in length. We have seven flouting dryvdocks and 
two graving docks, as well as adequate marine railways. Our yards are equipped 
with outfitting piers, cranes, machinery, and shops of all kinds. We are proud 
of the fact that we are equipped to meet any maritime construction or repair 
job that may be needed. 

But this physical equipment is by not means sufficient in itself to meet the call 
for fast marine construction in time of emergency. Highly skilled shipyard 
workers are absolutely essential in maintaining these facilities in an efficient 
state of readiness. 

Prior to the outbreak of hostilities in Korea, we saw our trained shipyard 
personnel steadily leave the industry because of lack of work. At the end of 1948 
we had a total of 9.228 persons engaged in new ship construction and repair 
work. By the end of 1949 this total had decreased to 5.980. The lay-offs con 
tinned into 1950 until the Korean crisis. We saw our major shipbuilding and 
repair centers striving desperately to hold the nucleus of key shipyard work- 
ers necessary to meet the Nation’s requirements for marine construction. These 
vards, among the finest in the world, sought work of all types to hold their key 
crews together. Steel fabrication, bridge construction, the building of railroad 
cars—all were steps taken by these shipyards to preserve the core of their work- 
ing force so that future shipbuilding and repair would be possible when needed, 
It is regrettable that these efforts were only partially successful. 

However, the foresight of the men heading these Baltimore yards has played 
a great part in our accelerated ship program since mid-1950. The key personnel 
that was maintained made it possible for Baltimore shipyards to swing into 
production on a large scale. These yards are striving to meet the eed for 
eceangoing ship, but the loss of skilled personnel has undoubtedly slowed up 
production and added substantially to the cost of new ships, conversions, and 
repairs. 

Ship repair and construction are at a bigh level in Baltimore at the present 
time primarily because of the Korean military action. We see this present 
high level of operation as another peak in the up-and-down costly type of ship 
construction that has repeatedly demonstrated the need for a long-range ship 
program. 

New construction at Baltimore includes five of the new Mariner class ves- 
sels being built under the Federal Maritime Board program. All of these ships 
should be off the ways in 1952. The new tanker program makes up the bulk of 
the remaining new construction at Baltimore. It is expected that this will be 
completed early in 1954. Beyond that no new coustruction can be foreseen. 

Remembering the long period of time necessary for the design and construe- 
tion of modern ships, it can be appreciated that, if the industry is to avoid 
another disastrous slump, planning should be going ahead now to assure some 
continuation of shipyard operations beyond 1954. 

It should further be explained that the high level of operations in Baltimore 
shipyards are due to abnormal conditions brought about by the Korean conflict 
that are not likely to maintain in the future. The urgent need for greater steel 
production called for greater quantities of iron ore. Great Lakes shipyards 
were unable to meet the need for new bottoms to transport the ore, and steelmen, 
in desperation, called on tidewater shipyards. 
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The genius of Baltimore shipbuilders provided the answer. Three new 16,000- 
ton ore boats for the Great Lakes trade were constructed at the Sparrows 
Point Yard of the Bethlehem Steel Corp. and will be delivered to the Great Lakes 
via the Mississippi and Illinois Rivers a year to 2 years before such vessels could 
be built at Great Lakes vards. 

A further step to meet the ore-carrying crisis on the Great Lakes was carried 
out at Baltimore. In a history-making project the Key Highway plant of the 
Bethlehem Steel Corp. took a standard Victory ship, cut it in two, constructed 
an entirely new midsection, joined the three parts together into a high-speed 
Lukes ore carrier that has set new speed records in the Great Lakes ore trade. 

The Maryland Drydock Co. at Baltimore is carrying on a similar program 
of conversion on five C—4-type vessels, several of which have already been de- 
livered to the Great Lakes. The remainder will be completed this vear. 

Changes in regulation dealing with the conversion of such ships, along with 
the fact that Great Lakes yards will soon be in a position to offer delivery 
of larger-type ore carriers, indicate that little more of this business can be 
expected, 

With European and Asiatic shipyards practically recovered from the effects 
of the war, greater competition for repair as well as new construction can be 
expected in the future. 

In view of these factors, it can be seen that a long-range merchant-marine pro- 
grim is essential not only to assure the United States of an adequate merchant 
fleet but to sustain our shipbuilding and repair indusry in a condition to meet 
the defense needs of our country. 

We strongly urge a favorable report by the committee on S. 241. 

In conclusion I should like to state that we in Baltimore take exceptional 
pride in the prominent part that our senior Senator, Herbert R. O’Conor, has 
taken in this vital merchant-marine program. We feel that in coauthoring 
this proposed legislation he has performed an outstanding service for our 
country. 

Mr. Bonner. Is it the pleasure of the committee to continue? The 
House is In session. Shall we proceed or shall we recess 

Do I hear a motion from the committee as to whether we should 
continue discussion or adjourn until tomorrow morning at 10 o'clock? 

Mr. Suetiry. I move we recess until tomorrow morning. 

Mr. O'Tooir. Second. 

Mr. Bonner, Mr. Weichel, do you have a statement ? 

Mr. Weicuer. I want to offer the suggestion that we stay In session 
until » quorum call. 

(Discussion off the record.) 

Mr. Bonner. All right. Mr. Parke. 

Mr. Ouson. Mr. Chairman, my name is C. H. Olson. T am sub- 
stituting for Mr, Kennedy, and I would like the privilege of introduc- 
ing Mr. Parke and making a few preliminary statements, if I may. 

Mr. Bonner. Surely. 


STATEMENTS OF C. H. OLSON, NATIONAL LEGISLATIVE COMMITTEE, 
AND HENRY C. PARKE, CHAIRMAN, NATIONAL MERCHANT 
MARINE COMMITTEE, AMERICAN LEGION 


Mr. Orson. [ am the assistant director of the national legislative 
committee of the American Legion. 

We are glad to have the opportunity to support the long-range mer- 
chant-marine bill (S. 241) now under consideration by this commit- 


tee, 

We realize, from the discussion this morning, that there are many 
facets to this bill that are of a technical nature, and we are not qualified 
to discuss them. Our principal interest in the merchant marine is 
as an arm to our national-security establishment. 
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Just by way of personal observation, I did serve as G—4 of the 
Forty-first and Thirty-second Infantry Divisions in the Southwest 
Pacific in the early days of World War Il. Later I commanded 
several of the bases in the Southwest Pacific and vividly recall the 
horrible experience we had because of the utter lack of personnel and 
cargo-carryving vessels. Had it not been for some Dutch ships and 
others flying foreign flags, I do not know at that time what we could 
have done or what we would have done. 

Before introducing our principal witness, IT wish to take this op- 
portunity in behalf of the American Legion to express our apprecia- 
tion to Congressman Christopher C. McGrath for his interest and 
cooperation in the introduction of H, R. 4729, which is similar to the 
Senate bill now under consideration. 

The American Legion does not claim to be expert in all the fields 
in Which we are involved: but we do, fortunately, have many volunteer 
workers throughout the country who give their time to the study of 
our many problems. 

We have with us today Mr. Parke, who lives in Brooklyn, N. Y., 
who came down here this morning to present the American Legion’s 
Views in connection with this bill. He is the chairman of our na- 
tional merchant-marine committee, an important segment of our na- 
tional-security commission. 

Mr. Parke. 

Mr. Bonner. Mr. Olson. the experience we had during the war with 
loading and unloading vessels was a sad one, and L hope it never hap- 
pens again. 

Mr. Onuson. Yes, sir. 

Mr. Bonner. This committee is greatly interested in the national 
defense, and it is the technical part of this bill that we want to get 
down to. That subject of national defense and things that you have 
pointed out we are all tremendously interested in. 

As you no doubt noted, the committee wants to find out something 
about these technical matters in the bill, the fairness of the matter. 

Mr. Onson. Yes. 

Mr. Bonner. We will hear now from Mr. Parke. 

Mr. Parke. Mr. Chairman and gentlemen of the committee, my 
name is Henry C. Parke. IT am chairman of the national merehant- 
marine committee, national-security commission of the American 
Legion. 

The American Legion today represents approximately 3° million 
veterans and in addition 1 million women of the American Legion 
Auxiliary. 

I am appearing in support of S. 241, a long-range shipping legisla- 
tive program, as passed by the Senate on August 21, 1951, and now 
being considered by this committee. 

At the outset, please permit me to thank you, Mr. Chairman and 
members of the committee, for granting the American Legion an 
opportunity to present its views on the legislation now under consid- 
eration by vou. 

America’s merchant ships and the indispensable tasks they perform 
daily are not something new and momentarily fascinating to the 
American Legion. During two wars and what some term “an emer- 
gency,” in which American boys fight and die in Korea, we. as vet 
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erans, know full well the indispensable role played by America’s mer- 
chant ships. 

We have recognized and played a vital part in the role of America 
merchant ships for more than 30 years. As a result of the lessons we 
have learned about our American merchant marine, Legionnaires 
through three decades have urged upon the Congress of the United 
States and upon our administrative agencies the necessity for adopt- 
ing and administering sound, well-balanced policies that will keep 
our merchant fleet strong. 

If I may indulge your attention for a few minutes, I would like 
to recall to you gentlemen that for more than 30 consecutive national 
conventions of the American Legion we have vigorously advocated 
policies in the national interest which would offer a guaranty for a 
strong, healthy, privately owned and operated American merchant 
fleet. 

For example, 31 years ago in Kansas City our national convention 
recognized the necessity of buil ling in peacetime a strong merchant 
marine commensurate with the size and importance of our commercial 
trade with the rest of the world. We were aware, even then, and ever 
since, that the strongest, most assured guaranty of an adequate mer- 
chant fleet, if and when war begins, is one that is created, maintained, 
and developed in times of peace. 

History has twice permitted us to disregard this advice and still 
achieve victory. Whether we run the risk of permitting this to hap- 
pen a third time will, ina large measure, depend upon the deliberations 
and actions of this committee, which plays so important a part in 
establishing national policy for our American merchant marine. 

It is note Awort hy to look back over the years and to see just what the 
American Legion has advocated with respect to the American mer- 
chant marine. 

Thirty years ago in New Orleans, La., our national convention urged 
the Government to provide direct subsidies to American ships to over- 
come the disparity in operating costs with our foreign competitors. 
We also urged that United States-flag merchant ships carry at least 
50 percent of the foreign trade of this Nation, and all of our domestic 
water-borne commerce. Many of the policies advocated by the Amer- 
ican Legion in the early twenties are today embodied in the 1936 
Merchant Marine Act 

The American Legion not only talks about a strong American mer- 
chant marine: we act. For many years we have continuously advo- 
cated and urged our members to use American merchant ships for 
trade and travel. 

In the last 6 years we have spent thousands of dollars of our own 
money to carry an educational program to the American public about 
the importance of our merchant fleet to the Nation’s trade and secu- 
rity, and thus to every individual American. 

We have distributed hundreds of thousands of pieces of literature ; 
we have had radio and television programs; we liave shown maritime 
films to millions, and our members have made thousands of talks. 

From the replies of appreciation and interest we have received, we 
have every reason to believe that our information and education pro- 
grams have been outstandingly successful. Moreover, it has proved 
to the American Legion that the majority of Americans expect this 
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Nation to have the world’s greatest, fastest, safest, and finest merchant 
marine, 

Augmenting all of this educational and information activity over 
the past years, we have also had innumerable experts in the maritime 
field—from the Congress, from Government, from the industry— 
appear before our national conventions, our national-security-com- 
mission conferences, and many other meetings of American Legion 
groups. All of this activity does not qualify us as experts, but it has 
made perfectly clear to us and to many Americans some alarming 
facts about the ability of our merchant marine to adequately serve 
our national security. With your permission, I should like to point 
out the deficiencies as we in the world’s largest veterans’ organization 
see them: 

1. Weare dangerously short of passenger-carrying merchant vessels, 
convertible to troop transports inan emergency. While other nations, 
in the aggregate, are building more than 100 such ships, we are com- 
pleting only one. We recognize that as an emergency measure this 
could be partially remedied by the conversion of cargo ships. Many 
of us in World War II were transported to battle areas in such make- 
shift accommodations that were slow, poorly ventilated, with inade 
quate feeding and toilet facilities. ‘The increased effectiveness of sub- 
marines makes such a method entirely unacceptable to those American 
boys who you will expect, if it becomes necessary, to engage in a future 
world war. 

2. Our present merchant fleet, both active and inactive, is composed 
of entirely too many dangerously slow, inefficient and even obsolete 
merchant ships for national-security purposes, and even for our com- 
mercial trades. As for the new, faster, better-type merchant ships in 
our fleet, even those now run the risk of block obsolescence, wearing 
out or becoming obsolete simultaneously because they were all con- 
structed at about the same time a decade ago. 

Although foreign nations, in the aggregate, are building TOO mer- 
chant dry-cargo ships, not a single, solitary ocean-going cargo ship is 
being built in this Nation by private enterprise. The fact that the 
Congress has appropriated $350 million to permit the Government to 
build 35 modern, fast. cargo ships is not the answer to this question, 
however desirable and necessary these ships will be to our security. 
The fact that this has happened is, to us, and to many others, a sign 
of the inability of the Government to solve the problem of how to 
encourage private enterprise to clo this job. 

3. At the beginning of World War II, in fact before we officially 
entered it, cargo ships from our intercoastal and coastwise fleets actu- 
ally helped prevent the Nazis from conquering North Africa and thus 
changed the history of World War II, 1f not the eventual victory the 
Allies won. Merchant ships from our domestic fleet carried the tanks 
and other supplies which enabled the British to first hold, and later 
push Rommel! back. 

t. As T said a few minutes ago, we in The American Legion have 
learned by experience that the surest guarantee of a strong merchant 
fleet in the event of sudden war is one which is strong, successful, and 
adequate in times of peace. 

Despite the efforts of your committee, we have seen our peacetime 
privately owned fleet carrying less and less of our foreign trade each 
vear since the end of World War IT. Actually, it is our feeling that 
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unless your committee had acted with the dispatch it did several years 
ago in the matter of guaranteeing one-half of the ECA cargoes be 
carried on American ships, the Nation’s privately owned fleet today 
might number less than 900 ships instead of its present almost 1,300 
a ships. 

. Until very recently, and partly because our Congress authorized 
the ( Government—not private industry—to build 35 cargo ships, our 
shipyards were in deplorable shape. Even today our shipy: ards are 
not able to keep continuously employed that strategic nucleus of 
skilled and trained workers which might mean the difference between 
a short war ora long and costly one. 

6. For the past 7 years, since the end of World War IL, we have 
actually done more to stimulate the rebuilding of foreign merchant 
fleets than we have done to encourage our own.  [t was only after the 
most bitter controversy that we prevented giving 500 of our merchant 
ships to friendly foreign powers, but then turned around and sold 
them more than 1,100 vessels at the same prices we afforded our own 
industry, and on which we are informed the United States Govern- 
ment is still owed approximately $160 million for payment on these 
ships. 

It is impossible to estimate the hundreds of millions of dollars, 
perhaps billions, we have poured into new ship construction abroad 
with ECA and other Government-financed programs. And this not 
only to our friends of World War IL but also to our former enemies. 
It appears to us that this aid, direct and indirect, has been far greater 
in the last 7 years than the amounts our Government has spent to aid 
our own American merchant marine since the beginning of our history. 

Despite these handicaps and obvious shortcomings we in the Ameri- 
can Legion are proud of our American merchant marine. It is the 
largest, fastest, finest we have ever had. We are determined it shall 
remain so. But it is today, we feel, at the crossroads. 

Unless more stable, realistic, and effective policies are adopted 
quic ‘kly, we may look back upon 1952 as the vear of decision, as the 
year in which we failed to grasp the opportunities of creating the poli- 
cies Which guarantee long-term growth, success, and size of a merchant 
fleet adequate for our peacetime commercial requirements, and there- 
fore ever ready for our national security. 

The American Legion is not submitting a specific legislative pro- 
gram. Itisoursincere fecling that such a task is rightfully and prop- 
erly the responsibility of this committee of Congress, in whom we 
repose the utmost confidence. 

We do believe in, and support wholeheartedly, S. 241. some times 
called a long-range legislative program, as passed by the United States 
Senate on August 21, 1951. It is basically designed as an incentive 
program, one to encourage pr ivate enter pr ise to constr uct, mh unt: un, 
and operate a successful merchant fleet. Because conditions have 
changed substantially since the program's inception 5 years ago un- 
doubtedly it will not be a cure-all for the many problems which beset 
the American merchant marine. We are convinced, however, that S. 
241. as passed by the Senate, is the best legislative program now avail- 
able, and moreover, has surmounted one-half of the legislative activity 
to its eventual impleme ntation. 

For these reasons we urge with all our sincerity the prompt approval 
by this committee of S. 241. Moreover, we urge that upon approval 
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of S. 241 this committee advocate to their colleagues in the House 
speedy adoption of the program. 

The American Legion has learned, not only by the experience of 
two great wars, but by what some may term “police action” in Korea, 
how indispensable modern, efficient, fast, safe, and sufficient numbers 
and types of merchant ships are to the Nation’s security. 

As the committee of the House of Representatives responsible for 
the American merchant marine, our members rely upon you to initiate, 
foster, and approve legislation enabling this Nation to possess, operate, 
and maintain a merchant marine adequate for our national security. 

Gentlemen, TL thank vou for your courtesy and consideration, 

Mr. Bonner. Mr. Parke, the committee appreciates this fine state- 
ment you have made and is in sympathy with this statement. We are 
trving to find the facts and trying to study the bill that is before the 
committee, and the technical phases of the bill as it applies between 
the subsidized and nonsubsidized lines. 

Are you prepared to testify on those kinds of questions ¢ 

Mr. Parke. Sir as to the subsidized and nonsubsidized lines, we of 
the American Legion would not like to get into that controversy. 

Mr. Bonner. Well, that is the controversy. We are all interested, 
and Tam particularly interested, in the subject you addressed yourself 
to in your remarks. But the prime thing before us is this bill and 
what to do with it. 

We are mighty glad to have had you before us. 

The committee, on account of the quorum call of the House, stands 
adjourned until tomorrow morning at 10 o'clock. 

(Thereupon, at 12:10 p. m., the committee recessed until 10 a. m. 
the following day, Friday. April Y5, 1952.) 
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FRIDAY, APRIL 25, 1952 


House or Representatives, 
ComMrirrer oN Mercuanr MARINE AND Fistiertes, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:07 a. m., in the com- 
mittee room, Old House Office Building, Hon. Herbert C. Bonner 
presiding. 

Present: Representatives Bonner (presiding). Garmatz, Bennett, 
Murphy, Shelley, Robeson, Ikard, Weichel, Tollefson, Allen, Sheehan, 
Mumma, Van Pelt, McIntire. and King. 

Mr. Bonner. The committee will come to order. 

At the request of a committee member the first witness this morning 
will be Major Collings. 

Major, will you give your full name and identify yourself, please 


STATEMENT OF GEORGE B. COLLINGS, ASSOCIATED VIRGINIA 
PENINSULA AMERICAN LEGION POSTS, NEWPORT NEWS, VA. 


Mr. Cotiineés. Mr Chairman and members of the Merchant Marine 
Committee, my name is George b, Collings, and I reside in Newport 
News, Va. 

I represent nine American Legion posts which have associated 
themselves together as the Associated Virginia Peninsula American 
Legion Posts. 

Iam also president and represent the Ex-Service Political Club of 
the Peninsula. The peninsula includes York, Warwick, and Eliza- 
beth City Counties. Hampton, Phoebus, and Newport News. This 
organization represents all ex-servicemen who are not members of 
the Legion. 

The economy of our entire area is dependent upon the level of ac- 
tivity in the shipbuilding industry. We have the greatest shipyard 
in the country and the greatest work force of skilled shipbuilders. 
These we consider to be national-defense assets which must be pre- 
served. While at the moment we are quite busy, we are strongly in 
favor of legislation which over a long period would provide greater 
stability to the maritime industry. 

We would not like to see reoccurrence of the status of the ship- 
building industry which existed before the Korean situation. There 
were too many men out of work. It was a tremendous burden to carry 
the load and especially for the auxiliaries of the organizations. As 
we understand it, the Senate long-range shipping bill makes it possi- 
ble to finance the building of ships after the so-called rush is over, and 
enable the industry to replace and modernize our merchant fleet. 
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The peak load of employment at the shipyard during World War 
IT was about 31,000. It had dropped to 6.500, and we were all figur- 
ing that it would drop to 5,000 and perhaps 4,000, 

The organizations | represent wish to go on record as favoring the 
passage of this bill. 

Thank vou. 

Mr. Bonner. Does that complete your statement 

Mr. Couutnes. Yes, 

Mr. Bonner. Thank you very much. 

Any questions, gentlemen / 

If not, thank you, Mr. Collings. 

Mr. Conuineés. Thank you, sir. 

Mr. Bonner. Mr. J. G. Crenshaw. Give your full name and iden- 
tify yourself, Mr. Crenshaw. 


STATEMENT OF J. G. CRENSHAW, BUSINESS MANAGER, PENINSULA 
SHIPBUILDERS’ ASSOCIATION, INC., NEWPORT NEWS, VA. 


Mr. Crensiaw. My name is J. G. Crenshaw, and I represent the 
Peninsula Shipbuilders’ Association, Inc. Also Tam chairman of 
the Board of Supervisors of Elizabeth City County, one of the largest 
counties in the First Congressional District, of which Mr. E. J. Robe- 
son is the representative on vour honorable committee, sir. 

Mr. Bonner. Well, he is doing a splendid job up here, and we are 
glad to have him. 

Mr. Crensuiaw. Thank you, sir. We feel he is doing a good job, 
und we feel we are going to send him back up here. 

I am appearing before vou gentlemen of the committee in favor of 
and in support of the long-range shipbuilding, ship-repair, and ship- 
ping bill, which will en: able us, after the present emergency is over, to 
maintain and provide work for thousands of skilled shipbuilding 
mechanics and apprentices on a normal peacetime basis, rather than 
to have to face conditions that existed in 1949 and 1950. At that time 
the shipbuilding industry literally lost thousands upon thousands of 
highly skilled shipbuilding workers that the industry is now unable to 
replace, therefore increasing the cost of the present emergency ship- 
building program millions of dollars to train new men. 

My association menibers feel that a long-range shipbuilding program 
should be adopted by Congress that will encourage private capital to 
construct, maintain, and operate merchant ships of sufficient number, 
size, and type to enable it to answer the demands of our national 
security and economy. As we understand it, the proposed bill now 
before you makes it possible to finance the building and repairing of 
ships after the present emergency is over and enables the industry to 
replace our merchant fleet on a long-range program. 

My appearance here and my association's interest in this legislation, 
I suppose, might be mistaken as that of some minority group interested 
in some special legislative hand-out. This is not true. We are sup- 
porting this bill because it is in the national interest, and past experi- 
ence has proven that a course of indifference and inaction has cost our 
Government millions of dollars, not taking into consideration the 
hardship and man-hours lost by our experienced and skilled shipbuild- 
ing mechanics back in 1949 and 1950, when they walked the streets 
with nothing to do but try to seek employment in some other field. 
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In the interim years since the end of World War II, and while 
awaiting the establishment by our Government of a long-range ship- 
building and ship-repair program, we have seen a period of depression 
and unemployment arise in shipbuilding centers all over the country, 
consequently causing dissipation of shipbuilding skills and, therefore, 
driving shipbuilders to other more permanent industries. 

We are sure it is obvious to you gentlemen of the committee that our 
present merchant marine js middle-aged. We must begin to think in 
terms of future replacement as our ships grow obsolete; we must think 
in terms of competition on the seas. We must think in terms of a con- 
stantly rejuvented merchant fleet if we expect to continue world 
leadership in economic affairs as well as in military affairs which have 
been thrust upon us recently. 

Mr. Chairman and members of the committee, we would not like 
to see a recurrence of the status of the shipbuilding industry which 
existed prior to the Korean war situation. We urge the passage of 

241, the so-called long-range merchant-marine shipping bill, which 
will make it possible to finance the building of ships after the present 
emergency is over and enable the industry to replace and modernize 
our merchant fleet, which is so urgently needed at all times for 
America’s welfare and protection. 

I will not discuss the merits of this bill, for I know you gentlemen 
will check closely on that phase and make a thorough study for an 
all-over picture. 

In our area, from February 1949 to February 1950, we lost over 
4,000 skilled shipbuilders. We realize that the industry is not able 
to have enough work in normal times to maintain the employment 
we would have in an emergency, but we should have a long-range 
plan in order that we can keep our skilled men and to encourage ap- 
prentices to go into the shipbuilding industry. 

I thank you gentlemen. 

Mr. Bonner. Any questions / 

Does that conclude your statement ‘ 

Mr. Crensuaw. Yes, sir. 

Mr. Bonner. Thank you very much. 

Mr. Crensuaw. Thank you. 

Mr. Bonner. Mr. Hubert Brown. 


STATEMENT OF HUBERT BROWN, ASSISTANT TO THE PRESIDENT, 
PACIFIC FAR EAST LINE, INC., SAN FRANCISCO, CALIF. 


Mr. Brown. My name is Hubert Brown. I am assistant to the 
president, Pacific Far East Line, Inc.. San Francisco. 

We appreciate this opportunity to appear before this committee 
in order to testify in beh: lf of S. 241, the long-range bill. We shall 
not take lp the committee's time with det: tiled testimony on the pro 
visions of the bill, for by the completion of the hearings you will 
have heard from many expert witnesses at considerable length on the 
technical features of each of the bill’s sections. 

We do, however, wish to reiterate the position Pacific Far East 
Line has taken previously in general support of this legislation. 

We testified before Senator M: agnuson’s subcommittee duri ing Feb 
ruary of 1951 when a previous draft of this legislation was before the 
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Interstate and Foreign Commerce Committee of the Senate. On the 
assumption that the record of those committee hearings will be avail- 
able and will be studied by this committee, we will not take up your 
time now in repetition. Instead, we would like to make clear to the 
committee that our interest in this legislation is a sustained one and 
that our position today is the same as that which we held earlier. 
This legislation is a step in the right direction. We do not believe it 
is a cure-all. We do believe’that if enacted into law it will make a 
definite contribution to the building up and maintenance of our priv- 
ately operated merchant marine. We believe it will encourage ship- 
building for foreign trade. We believe it will give notice to all con- 
cerned that the Congress and the Nation have a sustained interest in 
improving and replacing our merchant fleet, which otherwise may 
again languish under the handicaps it faces. 

That completes my statement. 

Mr. Bonner. Any questions ¢ 

Mr. Bennett. I would like to ask him: Is your company a profitable 
concern that you could speak of here publicly? I do not want to em- 
barrass vou, but is your company in financial straits or in good 
shape ¢ 

Mr. Brown. It is not in financial straits. As a matter of fact, 
Congressman, I would say we have done fairly well thus far. 

Mr. Bennerr. If you have done fairly well, why can you not build 
more ships in the future without asking Congress to assist you finan- 
cially ¢ 

Mr. Brown. This is a new company, and a good deal of our success 
has been predicated upon the very extraordinary circumstances that 
have existed in the recent postwar period in trans-Pacific carriage of 
goods, with a backlog under a bread-and-butter account of military, 
the carriage of refrigerator cargoes to oversea bases. 

We have, as I say, done appreciably well in this early postwar era. 

lowever, we are faced with the inevitable prospect of competition, of 
the incursion of foreign-flag vessels into the trade, which. when it 
does—which it will inevitably—become strictly a commercial field: 
and the security program, the building program, must be predicated 
upon some form of Government assistance which will induce private 
capital to remain and to increase its stake in shipbuilding. 

It has never been possible before to get private capital into ship- 
building without some form of government offsets to the handicaps 
that are suffered, particularly in the trans-Pacific trade, by reason of 
this foreign competition. 

Mr. Bennerr. How old is your company ? 

Mr. Brown. The company was formed in 1946, 

Mr. Bennerr, How many ships have you acquired or built during 
that time ¢ 

Mr. Brown. We have purchased eight, and would like to purchase 
more. 

Mr. Bennerr. Would the enactment of this legislation lead you to 
pureliase more ¢ 

Mr. Brown. It would be definitely encouraging. 

We told Senator Magnuson’s committee that as an unsubsidized 
operator we could see very little possibilities of actually building ships 
specifically designed for the trade without the enactment of some leg- 
islation such as this. 
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We also said at that time that we would be willing to build possibly 
two to four ships under the program that was envisaged in this 
legislation. 

In the interim, of course, we have had before the Federal Maritime 
Board an application for subsidy, and the processing is not complete 
and the outcome is still, I assume, in question. 

Mr. Bennerr. Would vou prefer this type of subsidy or assistance 
to ton-mile assistance ? 

Mr. Brown. Well, to categorically answer that question, Congress- 
man, is a little difficult. It isa very broad subject. 

I do not think that the shipping industry has ever felt—let me put 
it this way: I individually do not feel that asking for an outright sub- 
sidy in cents per ton-mile is exactly the thing that is required or indi- 

cated. What the merchant marine needs, it seems to me, is enabling 

blade ation to provide an economic climate or atmosphere in which 
it can survive and prosper and make a living to offset the handicaps 
that it suffers, and to offset the advantages that are permitted for 
foreign operators. 

Now, an outright grant-in-aid is not necessarily indicated, but 
rather some set of circumstances that gives you a chance to set your- 
self up even with the board, and then go out and make or break on 
your ability to stay in business. 

Mr. Bennerr. What set of circumstances could there possibly be 
that the Federal Government could establish other than giving money 
to make it easier for you to compete with the foreign companies / 

Mr. Brown. Well, that might be the easy way, but personally | 
question that it is necessarily the best way. 

Mr. Bennerr. What is this but a grant of funds‘ 

Mr. Brown. Well, Congressman, my feeling is that this perhaps 
gives the shipping industry a chance to do it the hard way. It gives 
them the incentive to use their own capital and their own enterprise in 
conjunction with the Government’s encouragement—tax deferment, 
construction differential for foreign trade, to keep a sustained interest. 

An outright grant-in-aid might encourage almost any operator to 
come in and very willingly promise to do anything in order to get a 
few million dollars from the Government to build ships. Who is to 
sav he is going to sustain the business / 

I feel avenues such as this offer a more constructive long-range 
program than outright flat grants-in-aid to the industry would do. 

Mr. Bennerr. | will ask you one more question. You say “defer- 
ment.” When you use the word “deferment,” when do you think you 
would ever pay back any taxes that were deferred, say, in 1952 ¢ 

Mr. Brown. Congressman, I am not a tax expert and—— 

Mr. Bennerr. Neither am I a tax expert. 

Mr. Brown. I do not want to get in deep water on this subject. 
From what little I do know of it, I look at it something like this: 

It is a tax deferment and not a tax exemption for the reason that 
the tax liability is a continuing one, If you identify the specific tax 
deferred item that would go into these reserve funds and say, “When 
will we ever collect the taxes on those particular funds?” I don’t 
know. Maybe you never will. 
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The project then becomes a self-liquidating one because the defer- 
ment of those funds for construction or acquisition of new vessels, 
will in turn provide a new tax base of earnings in several directions : 

1. The corporate earnings of the shipyard that builds the ship. 

2. The income taxes on the individuals who perform that addi- 
tional labor. 

3. The corporate earnings that are derived from the operation of 
that new ship. 

t. The individual earnings of the individuals who man and run and 
administer the new operations. 

5. The adjustment in the depreciation base for the new ship by 
reason of the fact that parts of them were tax-deferred funds and are 
deducted from the depreciation base. 

Added up together, it seems to me these make a self-liquidating 
project that might return to the Treasury Department a good income 
on its investment. 

Mr. Bennerr. Have you any figures to show that it would tn any 
particular instance do that? 

Mr. Brown. No, I have not, and I would hesitate to try to make 
a forecast because I am neither a tax expert nor an economist nor a 
finance man. But I think that it would be possible to get figures that 
would indicate within reason that such a self-liquidating project 
could be forecast. 

Mr. Bennert. [have no further questions. 

Mr. Bonner. Mr. Shelley / 

Mr. Suetiey. How long have you been engaged in the steamship 
business, Mr. Brown / 

Mr. Brown. Since 1923, 

Mr. Suetiey. With what companies ¢ 

Mr. Brown. Admiral Oriental Line, the American Mail Line, the 
Dollar Steamship Line, the American President Lines, and the Joint 
Pacific Far East Line very shortly after its incorporation in 1946. 

Mr. Sueviey. So you have a long background of experience in the 
industry then with both subsidized and nonsubsidized lines ¢ 

Mr. Brown. General background, yes. 

Mr. Suecttey. Would you say that it is a fair statement that the 
operators in the steamship business with operating experience have 
not looked with any great favor upon the theory of the ton-mile sub 
sidy assistance because of their fear that it might open the door to 
abuse, which would in the end react against the general interest of 
the industry 4 

Mr. Brown. Well, I indicated that feeling or attempted to indicate 
that feeling, in my reply to Congressman Bennett. 

This may have very little bearing, but I remember many, many 
years ago when I was very, very new in the business, hearing a man 
whom I considered to be the dean of American shipping on the Pacific 
Coast, who was then vice president of the first company I ever worked 
for—I heard him make a public address when this question was up 
in the very early days. I heard him say then that the shipping in- 
dustry, those of it who considered it a long-time career did not ex- 
pect, were not asking for an outright subsidy in cents per ton per 
mile; they wanted a climate in which they could operate and in which 
they could make a living and have a chance for their “white alley” 
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along with their foreign competitors. That perhaps colored my 
thinking, but all the experience I have had has reinforced that kind 
of thinking. 

Mr. Suewiey. I do not know whether it is a fact or not, but some- 
where I have heard—and possibly either you or Mr. Bailey could 
confirm or deny this report—that back somewhere in the twenties under 
the old United States Shipping Board operation there was an ex- 
periment engaged in by them, or an attempt for a couple of years, to 
institute the ton-mile subsidy. Further that abuses during that period 
created the situation which developed into the Black committee inves- 
tigation of the early thirties, which gave a very serious black eye to the 
American Merchant Marine. Is that so or not ¢ 

Mr. Brown. Well, I am not too well qualified to pass on that. I 
was still pretty young in the business then. 

Mr. Suetiey. You still look pretty voung. 

Mr. Brown. Thank you, 

The mail contract system, of course, came under considerable fire, 
and my own feeling is that there was something to be said on both 
sides. The Nation was not ready to accept an outright form of aid. 
It was felt necessary to sugar-coat the aid that was given, apparently. 

The mail system was at that time considered to be a logical and 
justifiable system for measuring the service which was rendered and 
under which they could contract for the reconstruction of new ton 
nage. 

The record indicates that it was subjected to abuses. At least. | 
say the record indicates that because the system was abandoned and 
instead the system of construction differential subsidies and operating 
differential subsidies was put in effect. Those are direct grants in 
aid, but we have a system. They are not just direct grants in aid, they 
are direct forms of Government assistance. But thev have a method 
and a system to them. They offset handicaps from foreign competi 
tion in the form of wage items, repair items, subsistence items. 

They do not hand the operator anything on a silver platter that 
he can put into his bank account. They make him the in-between 
agent, the middleman, for equalizing the cost of labor, subsistence, and 
repairs. 

The construction differential, by the same token, doesnt go into 
the pockets of the shipowner, it offsets the differential and handicap 
that he suffers between his construction market and the foreign con- 
struction market, and they go through him to the shipyard and to the 
shipvard labor. 

Mr. Suetiey. I have another question there. You said the com 
pany was formed in 1946 and you have acquired by purchase eight 
vessels, 

Mr. Brown. Yes. 

Mr. Suecitry. How many vessels does the Pacific Far East Line 
operate ¢ 

Mr. Brown. At the present time under all forms of management 
we are operating, T think 50. 

Mr. Sueviry. Besides the eight that you acquired by purchase and 
to which vou have title. how have vou acquired the other vessels you 
operate f 











192 LONG-RANGE SHIPPING BILL 


Mr. Brown. We operate a fleet of fully refrigerated vessels for the 
primary purpose of carrying military perishables overseas and to in- 
tegrate those military supphes with commercial traffic which, im turn, 
makes an economic operation, neither of which might be profitable 
on its own, but which combined work out pretty well. We operate 
those under a bare-boat charter of vessels owned by the Federal 
Maritime Board. 

We operate several privately owned American vessels under bare- 
boat charter to augment our vessels from the Government in trans- 
Pacific service. 

We have a number of vessels under the bare-boat time charter per 
diem arrangement with the military transportation service, and we 
have a number of vessels we are operating for the National Shipping 
Authority under general agency agreement. 

Mr. Suetiey. The eight vessels you have acquired by purchase were 
those eight or some of the eight originally Government built ¢ 

Mr. Brown. Yes, we started out with five, and as soon as we were 
able, with some of the earnings we had, we purchased the additional 
three. But we would like to have some ships that are built for the 
trade. 

Mr. Sueciey. Is it so that the Pacific Far East has specialized 
or did specialize initially in refrigerator service to the Far East? 

Mr. Brown. We did originate under that service private operation; 
yes. 

Mr. SuHetiey. That type of vessel requires more costly equipment 
than the ordinary straight cargo vessel ¢ 

Mr. Brown. That is right. 

Mr. Surtiey. If you had not been able to acquire these vessels 
originally built by the Government or had not been able to get these 
Government vessels on charter, would your company have been in a 
position to build vessels for this service under the existing conditions ¢ 

Mr. Brown. No, and we cannot go on to build others, either, with- 
out either subsidy or something under the long range. 

Mr. Suenriey. As these vessels now become obsolete—because L sup- 
pose some of these vessels now are approaching 8 or 10 years of age? 

Mr. Brown. They are middle-aged. 

Mr. SHecitey. Would you be in a position without any change in 
the law or clarification of the law to build vessels ? 

Mr. Brown. Well, that question could be answered in two ways: 
[f our pending application for subsidies, for operating differential sub- 
siddies, went through, and we then could under the present act build 
for the essential trade route under construction differential and secure 
an operating differential—presumably we could and would be, and 
probably we would be required to do so under a contract. But our 
testimony before the Magnuson committee and before this committee 
goes to the point of replacement and maintenance of the marchant 
marine in general—subsidized and nonsubsidized. And I do not see 
how any nonsubsidized operator can build without the long-range bill 
as a step toward modification of the Merchant Marine Act: nor can I 
see how a subsidized operator could build for other than his essential 
trade routes, which may not be sufficient for the complete development 
that vou and the Merchant Marine Committee would like to see in the 
future commercial trade of the Pacific. 
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Mr. Suettry. Then would you say it is fair for a person to assume, 
since you are presently a nonsubsidized line, that you are in competi- 
tion with foreign service and even other American service in the 
Pacific—— 

Mr. Brown. Right. 

Mr. Suetiey (continuing). That possibly if you did not secure a 
subsidy that as time developed and the ships became obsolete and 
did not meet the requirements of the trade, that it would certainly be 
a question as to whether or not vou could continue the service that you 
have established and built up under the American-flag operation / — 

Mr. Brown. That is substantially correct. With the lack of security 
that faces you, we couldn't build without either the long-range bill 
or some broadening of the base of the Merchant Marine Act that 
would give you a chance for the future when the Japanese merchant 
marine, Which is being rehabilitated, comes in, and the Norwegians 
and the Danes and the rest of them. 

Mr. Sueciey. That is the question I wanted to ask: 

Outside of American lines operating from the Pacific coast to Asiatic 
ports and the islands in the Pacific, what foreign competition do you 
meet / 

Mr. Brown. Of course, we meet competition of vessels under the 
flags of many nationals. The Japanses merchant marine will prob- 
ably again be the strongest competition. 

Mr. Suettey. Let me stop you right there. Why, basically / 

Mr. Brown. Well, 1 should say that the reasons might be slightly 
different now than they were before the war. I think that perhaps 
this Nation will in some form recognize that the Japanese merchant 
marine realistically has to be rehabilitated, for they are a sovereign 
nation, and they are going to come back in shipping to something 
resembling their former position. They so stated, and they are on 
their way. 

Now as to the other nationals— 

Mr. Suriiry. Asa matter of fact, the Japanese have vessels coming 
into American ports at the present time ¢ 

Mr. Brown. That is right. [| picked up a press report the other day 
that they were already at, I think, 60 percent of their prewar strength. 
I am not certain of the accuracy of that figure, but I think that is the 
figure T read. The other nationals always come in. 

Mr. Suetiey. Let's stay with the Japanese just a minute. 

Prior to the war the Japanese liners and cargo vessels received 
assistance from the Japanese Government ¢ 

Mr. Brown. Yes. 

Mr. Suetitey. Are not they undertaking the reestablishment of the 
merchant marine on a similar basis now—of government assistance / 

Mr. Brown. Yes, oh definitely, but Lam not familiar with the exact 
terms of what they are doing. But they are engaged in government 
assistance to shipbuilding in a big way, and presumably will give them 
operating assistance if required, Although that is not so much a 
question because their lower costs and everything makes them very, 
very competitive. 

Mr. Sueviry. Have you any idea what differentials may exist as 
between the cost of building a vessel of a given type in a Japanese 
yard at their prices, and building that vessel in an American yard ¢ 











194 LONG-RANGE SHIPPING BILL 


Mr. Brown. I should know that, but I frankly cannot answer that 
question as of today. The figures are readily available. I just do not 
happen to have them at my command at the moment. However, it is at 
least a hundred percent. 

Mr. Suetiey. One of the gentlemen connected with your own com- 
pany some months ago in San Francisco told me he had some figures 
that the cost of a given vessel would be about $314 million in Japanese 
vards, and about $1114 million in American yards. 

Mr. Brown. I do not doubt it. Iam not sure of the exact ratio. I 
have seen the figures, but 1 do not want to confuse the committee or 
myself by trying to quote them. 

Mr. Suevixy. Those figures are available ¢ 

Mr. Brown. Yes. 

Mr. Suetiry. No further questions. 

Mr. Bonner. Your company, you say, was formed in 1946? 

Mr. Brown. That is correct. 

Mr. Bonner. How many ships has your company built itself? 

Mr. Brown. We have built none, Mr. Chairman. 

Mr. Bonner. It was nonexistent prior to 1946? 

Mr. Brown. That is correct. 

Mr. Bonner. Then the Ship Sales Act created your company, did 
it ¢ 

Mr. Brown. The Ship Sales Act afforded the opportunity—— 

Mr. Bonner. Go in business. That is what I mean. 

Mr. Brown. To go in privately owned business. 

Mr. Bonner. But without the generosity of the Ship Sales Act 
you would not be in business ? 

Mr. Brown. Unless we were able to—I do not think we would have 
been able to ac quire that number of ships readily without that. 

Mr. Bonner. That is the intent of the Ship Sales Act. 

Mr. Brown. I think that is right. 

Mr. Bonner. To restore the American merchant marine to the 
high seas, 

Mr. Brown. I think that is right. 

Mr. Bonner. Then you credit the operation of your company to the 
generosity of the Ship Sales Act ? 

Mr. Brown. Well, there is no question but that the Ship Sales Act 
provided an opportunity to attract private capital on a basis that 
would give some assurance they could make a living after that kind 
of a capital investment. 

Mr. Bonner. Of nonsubsidized companies, which is the largest one 
in business ? 

Mr. Brown. Nonsubsidized lines? 

Mr. Bonner. Yes. 

Mr. Brown. I guess Waterman. 

Mr. Bonner. How many ships have they built of their own? 

Mr. Brown. I do not know, Mr. Chairman. Ido not know. They 
have built some. 

Mr. Bonner. They have built some of their ships? 

Mr. Brown. Yes, sir. 

Mr. Bonner. A great many, have they not ? 

Mr. Brown. Yes, sir: in their own shipyards. 

Mr. Bonner. How old is that company ? 
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Mr. Brown. That company is getting to be well recognized, with 
some history and — behind it. I do not know ex xactly how 
old, but they have been established a good number of vears. 

Mr. Bonner. What is the next ? 

Mr. Brown. Nonsubsidized 4 

Mr. Bonner. Yes. 

Mr. Brown. I do not know, Mr. Chairman. I really do not know. 

Mr. Bonner. I thought you had been in the shipping business a 
long time. 

Mr. Brown. [ have, sir. But you are asking me questions—well, I 
suppose I should know them, but T frankly just cannot report the 
relative size. 

Mr. Bonner. How many companies do you have on the Pacific 
coast 4 

Mr. Brown. How many operating companies ? 

Mr. Bonner. Yes, 

Mr. Brown. I would have to pick them off. Under the American 
lag? 

Mr. Bonner. We are talking about the American-flag ships, we 
are not talking about the fleets of Turkey or some other country. 

Mr. Brown. Of course. I think there are nine in foreign trade. 

Mr. Bonner. How many are subsidized and how many are not 
subsidized ¢ 

Mr. Brown. There are two subsidized at the present time . 

Mr. Bonner. Have the subsidized companies built any ships of 
their own ¢ 

Mr. Brown. Oh, yes. 

Mr. Bonner. Have any nonsubsidized companies out there built 
any ships of their own ¢ 

Mr. Brown. I doubt it. 

Mr. Bonner. Any other questions ¢ 

Mr. Wetcuen. Mr. Chairman ? 

Mr. Bonner. Mr. Weichel. 

Mr. Wericuen. On the question of nonsubsidized companies build 
ing ships and operating them under the American flag. does it not cost 
twice as much to build a ship in the United States as it does in any 
other country in the world ? 

Mr. Brown. I think at least twice. When Congressman Shelley 
was asking me about the Japanese costs—— 

Mr. Wercuet. Then following up what the chairman just said, 
just how could you build any and pay twice as much, and pay twice 
as much to operate them? How could you build any ? 

Mr. Brown. Of course, that was the point T was trying to make 
earlier. 

Mr. Weicuen. When the chairman asked how many were built, I 
was wondering how anybody could build them except a magician, 

Mr. Brown. I think the chairman was trying to confirm the point 
I perhaps had not made, that no ships had been or could be built 
by nonsubsidized operators without some form of assistance con 
templated here. It is impossible. 

Mr. Weicuen. In other words, it costs twice as much to build and 
twice as much to operate under the American flag. So T was won- 
dering if anybody could build and operate one. If they did, T was 
wondering where they did. T never heard of any. 
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Mr. Bonner. Did he not say Waterman Steamship built some 
ships ¢ 

Mr. Weicnet. Waterman Steamship. As I sat here and listened to 
Waterman Steamship, they have done a fine job, but they had some 
ships built during the war. There was also a change in the cost of 
contract. They have done a job. They have more ships than anyone. 
They purchased more than anybody else for operation under the 
American flag under the Ship Sales Act, and they chartered them 
and everything else. 

Mr. Bonner. That is the point 1 was just trying to develop—they 
are nonsubsidized, are they not 4 

Mr. Weitcnen. 1 know they are not subsidized. But their first 
building of ships was during the time of the war when there was 
a change in the contract price and all that sort of thing. They have 
built some, but there was no small concern able to build any. 

Mr. Bonner. You heard my question ¢ 

Mr. Weicuen. Yes, 

Mr. Bonner. The questions that led up to this. Did you hear all 
of my questions ¢ 

Mr. Weicuer, The ones I was interested in are the ones I heard. 

Mr. Bonner. Go ahead and ask him such questions as you want. 

Mr. Weicnet, That is what I was trying to do, 

With reference to the building of ships, there has not been any- 
body able to do it, paying twice the amount to build them and twice 
the amount to operate them under the American flag, and the Water- 
man people have built some and have had a successful operation 
during the war and after the war. 

Mr. Brown. That is correct. 

Mr. Wertcuren. With reference to the intercoastal business, there 
have not been very many successful operations since the war, have 
there / 

Mr. Brown. No, sir. 

Mr. Wetenen. Not intercoastal ¢ 

Mr. Brown. No, sir. They had a tough time. 

Mr. Weicner. There were some 300 ships in that trade before the 
war, were there not / 

Mr. Brown. Yes. 

Mr. WeicueL. Some of them were requisitioned. 

Mr. Brown. The former intercoastal operators who do own ships 
now have had a very tough time putting vessels back into the trade. 

Mr. Werenen. Right after the war the Government itself operated 
intercoastal ships and had about $500,000 a year out-of-pocket money 
lost without depreciation or replacement. 

Mr. Brown. They had a substantial loss. I do not know the 
figures. 

Mr. Weicurnt. So the Government could not operate with its 
money, so that the private individuals have not gone back in that 
business. Is that not right ¢ 

Mr. Brown. That is correct. 

Mr. Wetcuer. And there is practically just a very few ships in the 
Intercoastal trade. 

Mr. Brown. Compared to what it was previously, yes, sir, that is 
correct. 
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Mr. Weitcuer. And one of the reasons is that the Interstate Com- 
merce Commission has control over the rates. They have not increased 
the rates, but there is no control over the stevedoring. Is that not 
correct ¢ 

Mr. Brown. It has been impossible—— 

Mr. Wercuex. Is that right / 

Mr. Brown. That is substantially correct. Tam not an intercoasta! 
operator, but that much I know from reading. 

Mr. WeicneL. That is one of the reasons that the 300 ships that 
operated on intercoastal do not exist today. 

Mr. Brown. That is substantially correct. I believe that is correct. 

Mr. Wetcnen. Those were all under private ownership and were 
nonsubsidized ships ¢ 

Mr. Brown. Correct. 

Mr. Wercuen. That is all. 

Mr. Auten. Mr. Chairman ? 

Mr. Bonner. Mr. Allen. 

Mr. Auten. Mr. Brown, shortly after the war, about 1945, it is true, 
is it not, that practically all of the trans-Pacific traftie was handled by 
American ships, they being the only ones in existence ? 

Mr. Brown. That is correct, immediately following the war. 

Mr. Atien. How long did it take before the foreign shipping had 
begun to handle approximately 50 percent of the trade between the 
United States and the Orient ¢ 

Mr. Brown. You are talking about the postwar period since the 
Second World War? 

Mr. Auten. The postwar period. yes. 

Mr. Brown. I do not think I can quote dates on that. It did not 
take them long to reestablish themselves in certain segments of the 
trade. Of course, the American operators, because of military cargoes 
and space contracts, were enabled to hold their own for a longer period 
and to a greater extent than thev would have been had the peace been 
complete and had the commercial conditions been restored to some- 
thing like they had been prewar. There was an immediate attempt of 
incursion on the part of the foreigners, but there was not so much 
foreign shipping avi ailable. Foreign shipping has become increasing] 
available. There were sales to foreigners, reconstruction of foreign 
tonnage, and it made itself felt very quickly. But as to the date when 
it actually reached 50 percent, Lam sorry, Ido not have that. 

Mr. Attex. Would it be a fair estimate to say by 1949 the shipping 
from the Orient to the west coast was carried 50 percent by foreign 
vessels ¢ 

Mr. Brown. I think that would be a fair statement. I think we 
felt substantial competition earlier than that, but as to when it reached 
exactly the 50-percent date, I think 1949 would probably be a fair 
estimate. 

Mr. Antex. Now under what flags do the larger shipping concerns 
operate other than the American flag? 

Mr. Brown. We have had a little of everything. Of course, right 
now, things are looking forward to predominantly Japanese, but 
there have been Greek flags and Panamanian flags, and Norwegian 
flags and practically every martime nation—the British. All of them 
have been out there since the war, and they were all in there in great 
numbers immediately prior to the war and presumably will be again. 
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Mr. Auten. By operation of the law, is it required that repairs to 
vessels you operate, except emergency repairs, be made in continental 
United States ? 

Mr. Brown. Else they are subject to compensating duty, yes. 

Mr. Auten. Do you know where the Norwegian and Panamanian 
ships and of flags other than Japanese customarily get repairs / 

Mr. Brown. Japan, Hong Kong, or ports in their own nation. 

Mr. Arten. Could you give us any estimate of the difference be- 
tween repair costs in the Orient and repair costs on the Pacific 
coast ¢ 

Mr. Brown. Not the actual figures, but I know that they are suf- 
ficiently greater that there are times when it is really a real handicap. 
There is no question but what it is at least a hundred percent, but I 
think it is more than that. 

Mr. ALLEN. It is tune also, is it not, that one item of the operating 
subsidy, if you obtain one, is made up of just that difference in cost 4 

Mr. Brown. Repairs is one of the principal items. 

Mr. Auten. Do you know where the foreign flagships, other than 
the Japanese, recruit their crews, particularly other than the officers / 

Mr. Brown. Yes, from their own nationals. 

Mr. Auten. Is it required that the people sailing under the Nor- 
wegian flag should have the deck and engine-room forces made up of 
Norwegians only ¢ 

Mr. Brown. I do not know. I really do not know. 

Mr. Auten. Do you know what the difference in pay scales and 
manning seales is? 

Mr. Brown. They have changed with the exchange, but they run 
all the way from about 90 percent difference to about 300 percent 
difference, depending on the different nationals, in the past over the 
years. 

Mr. ALLEN. It is true also, is it not, that a second item in the oper- 
ating subsidy is an amount equal to that difference between the 
American crews, which American ships are required to ship, as against 
the crews that other ships carry ? 

Mr. Brown. Wage items, yes, sir. 

Mr. Atien. Is it true that when military cargoes and cargoes that 
can be directed to American ships by the American Government are 
no longer predominant, that a line running without subsidy trans- 
Pacific in competition with these other nationals would be at such a 
disadvantage as not to be able to expand ¢ 

Mr. Brown. Yes, sir. That is why we applied for an operating 
differential subsidy. 

Mr. Atten. Do you feel that an operating differential subsidy is 
the only method of keeping a shipping line in operation both during 
a period of stress and over a long-range planning program for the 
company ¢ 

Mr. Brown. The only method that is apparent under the present 
framework that we have set up; yes, sir. 

Mr. Auten. What other lines are operating across the Pacifie under 
the American flag other than one which you represent / 

Mr. Brown. Well, of course, there are several nonsubsidized lines. 
Now you are getting into a very broad field, because some of them 
have industrial advantages, some of them have proprietary interests 
here and there. 
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There is one subsidized line out of San Francisco, the American 
President Lines, the Pacific Transport Lines, and the Pacific Far East 
Line, who are heretofore nonsubsidized. 

Out of Portland there is a line, the States Steamship Line. Out of 
Seattle there is a subsidized line, the American Mail Line. And some 
of those lines go quite far back in history, but each has had either a 
very diflicult struggle or some proprietary or semi-industrial advan- 
tuge to help them get over the years, or has had a windfall in the form 
of some government tonnage to care for them during the postwar 
period. 

Mr. Arnuenx. Are there any passenger services operating across the 
Pacific with passenger vessels rather than freighters / 

Mr. Browx. With what vou call really passenger vessels ¢ 

Mr. Auten. Yes, sir. 

Mr. Brown. It depends on how you would really classify the pas 
senger vessels of the American President Line. They are fine, lovely, 
big ships, but I believe they are nevertheless classified as combination 
cargo and passenger vessels—the President Cleveland and the Presi 
Jent Wilson. 

Mr. Auten. They carry how many passengers / 

Mr. Brown. I do not know. They carry a large number of pas 
sengers but they are still cargo vessels and are, of course, having a 
tough time as passenger carriers because their passenger carrying 
makes them subject to schedule requirements that interfere with the 
cargo carryings and so forth. 

I think there are no strictly passenger carriers operating trans 
Pacific. 

Mr. Atuex. Those ships, however, will carry approximately 500 o 
DOU passengers / 

Mr. Brown. They will carry a large number of passengers-— four 
or five hundred, ves. 

Mr. ALLEN. The Pre side nt Cleve land and the Pri side nt Wilson ol 
the American President Lines are two. 

Mr. Brown. Those are the only two. 

Mr. Auuex. And the Lur/ine of Matson goes to Honolulu carrying 
about 600 passengers. 

Mr. Brown. She runs to Honolulu. By trans-Pacific I thought you 
meant Far East. 

Mr. Avven. Is it true those are the only three ships that can carry a 
substantial number of passengers from the Pacific coast under the 
American flag ? 

Mr. Brown. Yes. 

Mr. Auten. And no prospects of anyone building any ? 

Mr. Brown. You would have to ask the American President Lines 
about that. I do not know what their plans are, but there is no great 
indication that I have seen. 

Mr. Atien. Thank you. 

Mr. Bonner. Any other questions ? 

Mr. Totitrrson. Mr. Chairman ? 

Mr. Bonner. Mr. Tollefson. 

Mr. Totiterson. I just have one question. 

Did I gather from your statement, Mr. Brown, that a straight ton- 
mile subsidy would tend to destroy efficiency and things of that sort 
more so than this legislation would ? 
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Mr. Brown. Yes; that is my individual opinion. IT could not pre- 
sume to speak for the entire industry as to whether certain segments 
of the industry might not want an outright grant in cents per ton- 
mile, but my feeling i is that the shipping industry is able to make a 
living and has just as much ingenuity as any other industry under 
the American system. And all we need is the economic climate in 
which to survive. We do not need hand-outs. 

Mr. Touturrson. I appreciate you are just expressing your own 
views. It is hard to guess what will transpire under one plan or 
another, but you people who are in the shipping business, in my esti- 
mation, are best able to guess, and that is why Iam asking you whether 
you do not think that the plan outlined by our legislation would make 
for better efficiency and, conversely, might cost ‘the Government less 
money than at a straight mile tonnage subsidy ¢ 

Mr. Brown. Answering the second point first, I think that is defi- 
nitely so—it would cost less. 

Then taking up the first point, I think, ves; it is more efficient, more 
justifiable, and more logical procedure, because the very fact that 
outright hand-outs are available will attract all manner of people. 
Everybody will want to get up there and get it. 

Mr. Totirrson. And adduce along with it an inefficient operation ¢ 

Mr. Brown. Naturally. Anybody could come in and try to make 
a showing and get a hand-out. He can fail. He can raise chaotic 
conditions in the trades in his attempts to survive, because he is not 
able to compete in a businesslike manner, and ships can be thrown 
back to the Government, and the Government is back in business. All 
of those things can happen if you simply take a direct open approach 
of a hand-out and give the ship so many cents per ton-mile in subsidy. 

Mr. Touiterson. Thank you. 

That is all, Mr. Chairman. 

Mr. Garmarz. Are there any other questions ? 

Mr. Auten. Mr. Chairman, may I ask one question or two that I 
forgot / 

Mr. Garmarz. Yes. 

Mr. Aven. It is true, is it not, Mr. Brown, your company acquired 
Victorys, C-1’s, C-2’s, C—3’s ? 

Mr. Brown. No C-—3’s; C-2’s and Victorys. That is all we could 
get. We wanted some C—3’s. 

Mr. Auten. Those are suitable for carrying 12 passengers and no 
more ¢ 

Mr. Brown. We carry 12 passengers. The C—2’s do, not on the 
Victorys. 

Mr. Auten. Could you give us any estimate of the type of ship that 
would be most snitable to the trade if sometime we should build them ¢ 

Mr. Brown. That gets into a pretty technical discussion there. Our 
people have a few dreams about the kind of ship we would like to build. 
But I am not in the operating department and I am not a traffic 
expert. I have seen and he ard some of these discussions, but it is 
hard to discuss exactly what our people would like to put on the 
drawing board. 

They would be vessels of substantially the same size and carrying 
capacity of, perhaps, some greater speed, with a fair amount of 
refrigerator space. I would not care to discuss the passenger feature. 
I da not know. I do not know whether we ever want to try to get 
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into the passenger business—somebody should do it—because it is a 
difficult field under today’s conditions. 

Mr. Auten. I presume then it is true that the Government war-built 
ships were suitable in many respects, but no type of war-built ship 
exactly suits the trade in which the line is running / 

Mr. Brown. I think that isright. [think the aeme would be to put 
your own ships on the drawing board with your own specifications for 
the steaming distances that you are going to encounter in the trans- 
Pacific schedule, the kind, size, and adaptability of the cargo spaces, 
the crew quarters and the passenger quarters that would be desirable 
for the complete schedule you would want to run. No compromise 
could be quite as efficient, quite as profitable or quite as good for 
merchant-ship operation as a ship built specifically for the trade. Yet 
building it for the trade would not detract at all from its flexibility or 
conversion adaptability. 

Mr. ALLEN. tor defense purposes in an emergency / 

Mr. Brown. Yes, that is what I mean. 

Mr. Garmarz. Any other questions ¢ 

Thank you very much, Mr. Brown. 

Mr. Brown. Thank you. 

Mr. Garmarz. Mr. Robert Mayer from the Pacific American Steam- 
ship Association. 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Mayrr. My name is Robert FE. Maver. I am president of the 
Pacific American Steamship Association. By way of identification. 
our association represents the 13 major American-flag steamship lines 
on the Pacific coast. It is affiliated with the National Federation of 
American Shipping, Ine. 

First, we should like to state that our association endorses the 
comprehensive statement of the National Federation of American 
Shipping offered during these hearings. 

Because of the comprehensive nature of the federation statement, 
our association does not feel we should go over again the various 
elements of the bill, and the arguments for and against its various 
provisions. 

Mr. Sueviey. Is that the statement made by Mr. Bailey that vou 
refer to? 

Mr. Mayer. That is correct, sir. 

What we do want to do is emphasize a few points already known to 
the committee, but felt so important to our lines that they justify the 
emphasis of repetition. 

First we would like the record to include the expression of the 
view that S. 241 is not a cure-all. True, it is accurately named as the 
long-range bill for precisely what it does, laying the ground work 
for long-range vessel-replacement planning. But we do not feel 
the impression should be left that if enacted, there will be no further 
industry, or other, suggestions for changes. This is not a prediction 
of a flood of bills next January or of another bill as comprehensive as 
S. 241. Neither do we have any specific recommendations now for 
other changes in the act. Our sole desire is for such a showing in the 











202 LONG-RANGE SHIPPING BILL 


record. ‘These remarks are not intended in any way to qualify our en- 
dorsement of the bill. We just wanted to make that point in the 
record, 

The demonstrated soundness of the basic policies of the Merchant 
Marine Act not being a part of this hearing; and there being little, if 
any, disagreement we have heard with most of the provisions of 5. 241 
as already passed by the Senate, our brief remarks will be directed 
to the tax features of the bill. This is the part on which some dis- 
agreement has been expressed from Government agencies. 

By way of review, deposits in the reserve funds have gone from a 
wholly tax-exempt status prior to 1943 to a tax-deferred status fol- 
lowing the 1947 agreement with Treasury. 

Today, as we understand it, under the 1947 agreement, they are 
tax-deferred, and the deferment goes to the normal tax, surtax and 
excess proiits tax. This exempt and then deferred status is a result 
of an agreement on July 21, 1947, between subsidized operators and the 
Treasury Department, as to the interpretation of section GOT (h) of 
the act. 

S. 241, in this respect, merely enacts into law the agreement between 
the ‘Treasury, and the lines, with the important difference that the 
bill would reduce the extent of the tax-deferment benefit, below that 
which is now enjoyed under the agreement. S$. 24L would not permit 
deferment on the excess profits tax. It only goes to the first two, the 
normal and the surtax. So in this respect this is not an additional 
tax benefit but a cut-back. 

Mr. Bennert. Insofar as it relates only to the subsidized line ¢ 

Mr. Mayer. That is correct. 

Now when new tax benefit is added, the bill would extend tax de- 
ferment to earnings deposited by nonsubsidized operators. Vessel 
sales and insurance proceeds deposits by the nonsubsidized lines are 
already deferred. Now they can make under this act deposits of 
earnings which would be tax-deferred. ‘This is the major change, as 
we understand, proposed in the tax feature. 

Taxwise then, the question before us in this bill seems to be whether 
the tax deferment should be extended to the limited degree indicated. 

In urging that Congress should stay with and implement the tax 
deferment method of providing for vessel replacement, we would like 
to quote from the President's letter of July 31, 1951, to the Speaker 
of the House. After agreeing generally with Treasury Department 
conclusions, the letter said: 

However, if these benefits 
and that is with reference to the tax benefits 
are to be completely eliminated, careful consideration will have to be given to 
the possible effects of such action on our maritime industry, and to the develop 
ment of alternative forms of assistance that might be necessary to assure the 
maintenance of an adequate merchant fleet (H. Doe. 213, 82d Cong., Ist sess.). 


The tax-deferment method is in effect now. It is a basic part of 
this basic legislation, and forms a vital part of the general program 
we are accustomed to operating under. It is the one that has helped 
us toward our objective of vessel replacement. In the light of these 
facts—and particularly in view of the caution urged in making any 
change—it would seem that even a completely disinterested view 
would urge staying on the same road until time can be devoted to that 
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* * * ere 


“careful consideration of the alternative neces 
sary to assume the maintenance of an adequate merchant fleet.” 

These very words in the President's message imply that the tax 
policy in effect now is “necessary to the maintenance of an adequate 
fleet.” If that is so, it should be maintained and implemented just 
as long as it is that necessity. No alternative has been offered out of 
long and careful study. This bill or the general nature of it has been 
under study by the Congress for 4 years and no other alternative is 
offered out of such long and careful study. Because it is vital, it 
must, therefore, be implemented and updated. S. 241 does just that 
with the tax policy in the present act. 

This is not to represent that the balance of the President’s letter 
followed the ultimate view developed here. It did not. 

Vessel replacement is the whole keynote of this bill. Since it is 
egreed in all quarters that there must be replaceemnt, we have but to 
agree on the method. 

We believe that this tax method is the most effective one, and that 
it has done the job to date that was intended for it. We believe it can 
do an even better job if extended as proposed here. 

As to delaying unplementation of the act until a more normal time— 
as suggested by Government—we believe the committee should con- 
sider whether that is practical now, in view of the apparent long period 
of disturbed conditions facing us. 

We urge that Congress act now: to broaden its present program; 
under the present act: and in this session of Congress. We believe 
that S. 241 goes in that direction, and should be favorably reported by 
this conunittee, with an absolute minimum of amendments as in the 
judgment of this committee are felt to be necessary. 

That is the end of my statement. 

Mr. Bonner. That concludes your statement ¢ 

Mr. Mayer. Yes. 

Mr. Bonner. Mr. Mumma, any questions / 

Mr. Mumma. No, sir. 

Mr. Bonner. Mr. King’ 

Mr. Kine. No questions. 

Mr. Bonner. Mr. Van Pelt / 

Mr. Van Pevr. No questions. 

Mr. Bonner. Mr. McIntire / 

Mr. MecInvine. No questions. 

Mr. Bonner. Mr. Sheehan ¢ 

Mr. SuerHan. No questions. 

Mr. Bonner. Mr. Allen? 

Mr. Atuen. Mr. Maver, are there any lines operating on the Pacific 
coast that are not represented in your association 

Mr. Mayer. Yes. 

Mr. ALtLen. How many / 

Mr. Mayer. Well, I will attempt it. 

Mr. Auten. Roughly. 

Mr. Mayer. Oh. I would say, of the home office Pacific coast lines, 
between 5 and 10 of varying sizes. 

Mr. ALLEN. Whiat percentage of the operating tonnage do you esti 
mate you represent ? 


98380—52——14 
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Mr. Mayer. I cannot tell you that. I can describe it this way: that 
we represent the 13 major American-flag lines on the coast. I think 
possibly an enumeration of them in the record might indicate the type 
of tonnage. It is by far the majority. 

Mr. ALLEN. What type of trades do you represent, for example, in- 
tercoastal or domestic or trans-Pacific / 

Mr. Mayer. All of the trades—the foreign trade or offshore, the 
intercoastal, the coastwise. And we have a member, the Matson Navi- 
gation Co., in the trades of the Hawaiian Islands, as well as Pope & 
Talbot with their PAB Line to Puerto Rico. 

Mr. AuiLeN. Do those trades require ships which are of various de- 
signs to suit a very widely varying type of trade ¢ 

Mr. Mayer. Yes, they do because they go into every trade. 

Mr. Aten. Do they have ships that vary according to the trades 
they follow ¢ 

Mr. Mayer. Oh, there is some variation of vessels design, but, as we 
all know, in large part today’s merchant fleet consists of vessels which 
were acquired under the Ship Sales Act from the surplus fleet. There 
are a few specially designed vessels operating. I do not think I could 
enumerate more than possibly some of those that are in operation 
by the Alaska Steamship Co. I believe there may be a few others, but 
I believe a very few. 

Mr. Atten. Would you say as many as 90 percent of the vessels 
that operate are not of a type exactly suited to the trades ¢ 

Mr. Mayer. I would hate to get stuck on a percentage, but I will 
go with 90 percent and take my chances on it being not too far one 
way or the other from that. 

Mr. Auuen. It would follow then, would it not, that it is likely 
that it would be desirable to ultimately replace at least 90 percent with 
a type of vessel built with the specifie trade in mind over which it is 
going to operate / 

Mr. Mayer. I do not know. | cannot say, and I do not know how 
many people can say, the extent to which merchant shipping, the 
percentage to which total merchant shipping has ever been able to 
equip itself with special designed tonnage. 

Sut T can say this: [ believe with certainty that there is that desire, 
and that it would add to the efficiency of the operation, 

Mr. Auten. Are some at least of these companies which you repre- 
sent in a position to take advantage of the provisions of S. 241 1f it 
becomes law 4 

Mr. Mayer. I feel definitely satisfied that they will be: yes, sir. 

Mr. Auten. Could you make any estimate of what ship-building is 
likely to result from passage of such a bill ¢ 

Mr. Mayer. No. 

Mr. Aven. That might not result otherwise. 

Mr. Mayer. I am sorry, but I cannot. 

Mr. Attex. You mentioned an alternative. One alternative in 
shipbuilding has been tried in the building by the Government of the 
35, more or less, Mariner-type ships, has it not? Is that an alternative ? 

Mr. Mayer. Yes; that is right. 

Mr. Auxuen. The alternative being that the Government should build 
the ships and then either endeavor to sell them or operate them through 
some charter to other agencies or for its own accounts ? 
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Mr. Mayer. Yes; that is correct. That is what is being done in the 
Mariner situation. That is the Government is building. The opera 
tion has not commenced as I understand it. 

Mr. Aven. Have you any opinion as to whether the building by 
the private concerns under a tax deferment plan is a better or less 
favorable alternative than the building according to the plan under 
which the Mariners were built ¢ 

Mr. Mayer. I should not like to compare the two, because, in the 
first place, Iam not sure that Tam qualified to. But [ would like to 
say that to the extent that we can build and operate vessels under a 
self-help plan of this nature, which is measured somewhat by the de- 
gree of efficiency of your operation, I think it is a much more desir- 
able and more efficient one and tends more in the direction of the 
accomplishment of the general objective of the act. T would not like 
to make a precise comparison bet ween the Government's plan and this 
one, but I think all of us will generally agree, to the extent that vou 
can get private operation in any field it is the preferred one. 

Mr. Auten. Can you make any estimate as to which plan, which 
alternative, would cost the Government the most to get an equal 
number of similar ships ¢ 

Mr. Mayer. That is one that is probably the most difficult of proof, 
but I think that any representative of the industry will say that with 
the proper type of legislation that by far the private system is the 
better. 

Mr. Auien. Thank you, Mr. Mayer. 

Mr. Bonner. Mr. Tkard ? 

Mr. Ikarp. No questions. 

Mr. Bonner. Mr. Garmatz?/ 

Mr. Garmarz. No questions. 

Mr. Bonner. Mr. Weichiel. 

Mr. Weicne.. With reference to your statement on tax deferment, 
that this bill makes no tax deferment on excess profits—insofar as it 
does that, it apphes to nonsubsidized lines. In addition to the posi- 
tive capital gains and insurance to give a nonsubsidized company the 

right to deposit earnings in the funds, this would in no way decrease 
real income to the Government as under existing law but would prob- 
ably be about the same, while giving private operators an incentive to 
build ships for their own remuneration and account out of earnings. 
There would be no definite loss to the Government with reference to 
income in the tax situation ? 

Mr. Mayer. If L understand your question, Mr. Weichel, the answer 
is that that provision of the bill is an application to a nonsubsidized 
line of the tax-deferment privilege of the subsidized lines. 

Mr. Weicne,. With the exception of the excess profits, that would 
apply to both groups / 

Mr. Mayer. That ts right: ves, sir. 

Mr. Wetcue.. With reference to that feature, would it) induce 
privae capital to go into the shipbuilding business and increase the 
number of ships? That is what it is expected to do, 

Mr. Mayer. Yes. 

Mr. Weicuen. Now, as against the building of these 35 of the type 
known as the Mariner at the present time, the cost to the Government 
of building these ships has increased from $714 million for the first 


one up to about $12 million, and it is estimated that the building of 











206 LONG-RANGE SHIPPING BILL 


the same type ships in foreign yards would cost about half that much. 
So no American ship operators have purchased any of these ships 
because of the cost; is that not right ? 

Mr. Mayer. There have not been any purchase arrangements made. 

Mr. Wercnen. No purchases ¢ 

Mr. Mayer. That is right: There have not been any made as yet. 

Mr. Weicne.. Because they feel under that cost of around $10 to 
S12 million a ship they cannot operate them without loss under the 
American flag. 

With reference to the other alternatives you mentioned about maybe 
the Government operating them by charter or otherwise. well, I agree 
with what you say with reference to the ownership: If you have some 
proprietary interest in it you take more interest, and where there is a 
simple charter the Government owns them and the Government takes 
all the loss. It holds the bag for everything. 

That was clearly demonstrated at the end of World War IT where 
the Government had under charter some 1,500 ships or more and 
they were turned back in a terrible condition. Nobody had any interest 
excepting how much money they could get out of them, nothing in 
the way of care and pride in the ships. 

So that the plan with reference to private ownership should be en- 
couraged in this tax preposition, and this tax proposition would be 
some encouragement, vou say ‘ 

Mr. Mayer. That is definite ly our feeling, Mr. Weichel. 

Mr. Weicnen. That is all. 

Mr. Bonner. Mr. Robeson / 

Mr. Rorgson. No questions, 

Mr. Bonner. Mr. Shelley? 

Mr. Suetiey. Mr. Mayer, would you say that if by any chance the 
Congress of the United States adopted as an alternative for perpetuat- 
ing the American merehant marine on the seas the idea of continuing 
or ‘extending the building of vessels such as we undertook in the build- 
ing of the 35 Mariners, that there might be a possibility that that 
could eventually lead to a nationalization of the American merchant 
marine 

Mr. Mayer. In answering that question, I would not like to tie the 
threat of nationalization to the building program of the Maritime 
Administration, but I do believe that as you increase Government 
direct participation in any industry you in direct proportion increase 
the ultimate possibility and near necessity of nationalization. 

Mr. Suetiry. And as against that possible program, you say it 
would be much better and much more in keeping with the American 
tradition of private enterprise to follow the course set forth in S. 2417 

Mr. Mayer. We certainly think so, because you are tying this thing 
now directly to how well you are going to run this ship in private 
Gperation in competition, 

Mr. Suriivey. You mean how well the private operator runs the 
ships? 

Mr. Mayer. That is right. You are tying it directly to how well 
private industry, private operational know-how, can run this ship 
In priv: ate competition to get some earnings that they can stick into the 
funds. When you tie something to that, then you are certainly en- 
couraging and doing a lot toward perpetuating continued private 
operation. 
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Mr. Sueviey. That is all. 

Mr. Bonner. Mr. Murphy ¢ 

Mr. Murrny. No questions, 

Mr. Bonner. Mr. Garmatz / 

Mr. Garmarz. No questions. 

Mr. Bonner. Mr. Bennett / 

Mr. Bennerr. No questions. 

Mr. Bonner. Does that complete your statement ¢ 

Mr. Mayer. Thank you, sir. 

Mr. Bonner. Let me ask you a question. How many ships were 
operated under the American flag prior to World War Il) Do you 
happen to know ¢ 

Mr. May ER, This is volng to be a guess, | have had those figures 
in mind, but IT would say it would be S00 to 1.000, 

Mir. Bonner. SOO to 1.0007 

Mr. Mayer. I would think so, ves. 

Mr. Bonner. How many of those were subsidized and how many 
nonsubsidized / 

Mr. Mayer. IT cannot answer that, sir. Tam sorry. 

Mr. Bonner. How many are operated today under the American 
flag both subsidized and unsubsidized ¢ 

Mr. Mayer. This is going to be another estimate. T can confirm 
these figures. IT think it is about like this: That you have roughly 
1250 vessels under private operation, of which about 250 are sub 
sidized. And I think you have about another 250 in the offshore or 
foreign trade that are nonsubsidized, Then I think vou have vot 
about 75 in the intercoastal and coastwise. ‘combined, and noncon- 
tiguous. That is Alaska, Hawaii, Puerto Rico. That is 575. is it 
not / 

Then IT think you have about 500 tankers that are nonsubsidized, 
of course. That is 1.075. I have lost part of the estimate. T would 
like to confirm those figures in writing if T may. 

Mr. Bonner. Yes,sir. If you will submit them, we will place them 
at this point in the record, 

Mr. Weircnen. Mr. Chairman. 

Mr. Bonner. Yes. 

Mr. Weitcuen. Just at this point will you vie lal just au moment 4 

Mr. Bonner. Is it long this time? 

Mr. Wetenen. No: it is along the same thing vou are talking about. 

I was interested in what vou said with reference to coastal or inter 
coastal of about 75. Before World War IT there were somewhere 
between 350 and 400 that the Government requisitioned. So industry 
put back 75 in that trade privately owned ¢ 

Mr. Mayer. Yes. There is a greatly smaller number. I cannot tell 
you about the total. 

Mr. Wercue.. Those tankers are industrial and self-operated by the 
oil companies themselves. They are not common carriers like the 
others you referred to. 

Mr. Mayer. To a large degree I understand that is correct. 

Mr. Bonner. You will get those figures and insert them in the 
record at this point, will you? 

Mr. Mayer. Yes, sir, I will. 

Mr. Bonner. Make it clear the number of all types of ships, broken 
down into class, under the American flag—not operating under the 
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Panamanian flag or somebody else, but under the American flag—prior 
to World War II, and all trades and classes now under the American 
flag since World War IT. 

Mr. Mayer. Prewar and postwar, all trades, subsidized and non- 
subsidized ? 

Mr. Weicuev. Mr. Chairman, may that show with reference to 
present operation under American flag how many ships are under the 
Government? Or are you just calling for private / 

Mr. Bonner. I want to get as much information as possible here, 
Mr. Weichel. 

Mr. Weicuen. I think it would be helpful for the committee. 

Mr. Bonner. Yes. Under private ownership, charter and other 
arrangements. 

Mr. Mayer. There is available in the office of the federation here 
in Washington right now these precise figures. 

Mr. Bonner. I do not know whether they have been inserted in 
these hearings or not. 

Mr. Weicuer. No. 

Mr. Mayer. We can get them for you promptly. 

Mr. Sueiiry. I think it should be in the record. Mr. Bailey or 
somebody has them. 

Mr. Mayer. We will have it inserted. 

Mr. Bonner. Thank you very much for your appearance here. 

(The information referred to is as follows :) 

(The following was later supplied for the record :) 

PaActFIC AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco, Calif., April 29, 1952. 
Re: S. 241. 
Hon. Epwarp Hart, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. €. 

Dear Mr. Harr: Attached for inclusion in the record of the hearings of 
your committee on S. 241 is a comparative statement of the number of vessels in 
the American merchant marine before World War II and today. It is broken 
down by subsidized and unsubsidized and by trades. 

This is in response to a request of me by Mr. Bonner, then presiding. The 
request followed a line of questioning commenced by a question from Mr. Allen 
of California. 

Our association stands ready to supply any additional information the com- 
mittee may require at any time. 

Very truly yours, 


Rosert BF. Mayer 
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Status of United States flag oceangoing merchant marine, 1939-52 (according to 
number of ships 


{Excludes vessels owned or directly controlled by the armed services 


1952 2 193g 
I. Privately owned 1, 288 1, 236 
A. Active 1, 262 1,049 
1. Foreign trade (nontanker Oe 229 
(a) Subsidized 4248 LIS 
(5) Unsubsidized 421 1 
2. Domestic trade (nontanker) © 14 1s 
All trades (tanker) ¢ 439 352 
B. Inactive 2H IN7 
1. Nontanker 13 
2. Tanker 13 :2 
Il. Government owned 2, 083 12 
4 Active 4s 43 
l. Foreign trade (nontanker Hg 13 
(a) Under charter 170 i) 
(>) Under agents $44) 0 
c) Under Panama R. R. Co 3 
2. Domestic trade (nontanker) 29 0 
(a) Under charter 29 0 
()) Under agents 0 0 
3. All trades (tanker 0 0 
B. Inactive ¢ 1,435 119 
1. Nontanker 1,425 119 
2. Tanker in 0 
! Maritime Administration report, Employment of United States flag merchant fleet, as of Dec. 31, 1951, 


is the basic source 

?U. 3. Maritime Commission report No. 300 for June 30, 1989, is the basic source 

} Excludes 6 vessels owned by the Government but operated by private companies holding subsidy cor 
tracts, which 6 vessels are included in the 170 figure below 

* Excludes 3 vessels owned by the Government but operated by private companies he 
tracts, Which vessels are included in the 40 figure below 

5 These vessels do not qualify for operating subsidies under the Merchant Marine Act of 1956 

® These figures exclude tugs, barges, concrete ships, ete. 


Iding subsidy con 


NoTte.—Since the basic source did not provide the complete breakdown required, miscellaneous report 
(other than those mentioned under (a) and (4) above) issued by the Maritime Commission and the Mar 
time Administration were used 


Mr. Bonner. Now the next witness is Mr. John J. Grogan. All 
right, Mr. Grogan. 


STATEMENT OF JOHN J. GROGAN, NATIONAL PRESIDENT, INDUS- 
TRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF 
AMERICA, CIO, ACCOMPANIED BY HOYT S. HADDOCK, EXECUTIVE 
SECRETARY, CIO MARITIME COMMITTEE, AND ROSALIND SCHUL- 
MAN, RESEARCH DIRECTOR, INDUSTRIAL UNION OF MARINE 
AND SHIPBUILDING WORKERS OF AMERICA, CIO 


Mr. GroGan. Mr. Chairman and distinguished members of the 
House Committee on Merchant Marine and Fisheries, my name is 
John J. Grogan. Iam the national president of the Industrial Union 
of Marine and Shipbuilding Workers of America, CIO. 











210 LONG-RANGE SHIPPING BILL 


With your kind permission I would like to introduce to you Mrs. 
Rosalind Schulman, research director of the shipbuilders organiza- 
tion, and Mr. Hoyt Haddock, the executive secretary of the CLO mari- 
time committee, 

Mr. Bonner. Yes, we all know Mr. Haddock, and he is a fine gen- 
tleman. I enjoy having him call on me personally. 

Mr. GroGan. IT might say in order to save the time of the committee 
that I am testifying on behalf of the four CLO maritime unions. 

And I appear before you not only as the president of this union, 
but also on behalf of the Congress of Industrial Organizations mari- 
time committee, which is the spokesman for the four constituent unions 
of the CIO in the shipping and shipbuilding industries, namely, the 
National Maritime Union, the National Marine Engineers Beneficial 
Association, the American Radio Association, and our own union. 

The CTO maritime committee represents close to 300,000 workers in 
the shipping and shipbuilding industries. It is my great privilege to 
be able to speak for all of them. 

Representatives of my unton and of the CIO maritime committee 
have testified before you numerous times since the end of World War 
II, and you are no doubt all aware that the future of the country’s 
merchant marine has always been close to our hearts. 

I have no intention of burdening this committee with a verbatim 
reading of our written testimony, which is in your hands and can 
be read at your leisure. T would, however, consider it a favor that our 
written testimony be entered in the record of your committee in our 
behalf. 

We are testifying in favor of this bill, and we urge its immediate 
adoption, 

We testified in support of the measure your committee is now con- 
sidering, during the last session of the Eighty-first Congress. We 
made representations to both the Tlouse of Representatives and the 
Senate in favor of this bill during the first session of the present 
Congress. Your committee has also heard us in the extensive pro- 
ceedings and hearings held by the seventy-ninth, eightieth and eighty- 
first sessions of the House on this proposed legislation. 

We are not alone in our support. Veterans, civic, patriotic, and 
other labor organizations have all joined with us in the effort to pre- 
serve and maintain a supreme American fleet on the high seas. We 
believe it to be self-evident that the American merchant marine is 
rapidly declining under the operation of the present act. We hold 
the Merchant Marine Act of 1936 to be inadequate. It was drafted 
to meet a different situation. It should be amended, and such amend- 
ment should be made now. 

Our Nation today has imperative need for the full employment of 
our merchant marine and our shipbuilding facilities because of the 
war in Korea and its obligation to its allies. How much longer the 
Korean emergency will last is a question no one can answer. 

Paradoxically, since the close of World War IT, we have had 
years of famine in the shipbuilding industry. The small boom we 
are experiencing today arises out of the world-wide crisis our Nation 
faces and which no American relishes. 

It. therefore, behooves this Congress to insure an American mer- 
chant marine and a fully employed, productive shipbuilding industry 
to meet the global tasks we must undertake. We dare not again coun- 
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tenance committee after committee and Congress after Congress to 
engage in hearings, and take no action on the vital problems of the 
shipbuilding industry while the American merchant marine withers 
away. 

There is another phase of this question which | would like to present 
to the committee. In 1950, this union was very much alarmed by the 
emergence of a philosophy of foreign trade which overlooked com 
pletely the relationship of American shipbuilding and the America) 
merchant marine to the over-all economy of our country. It sought 
to justify the existence of an American merchant marine only in time 
of war. Crucial omission in this outlook is that the competition ow 
merchant marine and shipbuilding industry are faced with is not a 
true competition—a competition of know-how, productivity, and ex 
perience, but the competitive force of starvation. 

Onee shipping and shipbuilding are placed on a more nearly equa! 
footing with other nations, our country will almost immediately ad 
vance to the fore. Americans who believe that we must stop subsi 
dizing shipbuilding, because such subsidies are an wnnecessary handi 
cap to the efforts of foreign maritime nations to achieve a self-sup 
porting status, invite ruinous competition among maritime nations on 
the basis of labor costs. 

The country that most degrades its populace and lowers its labor 
costs is the nation in the most favorable shipping and shipbuilding 
position. We cannot condone this practice. It is not our aim to 
minimize competition as a force in world shipping and shipbuilding. 
We seek to place the emphasis where it belongs, namely, on compet! 
tion of service and not on competition based on subhuman and de- 
graded wages. We do not object to cutting labor costs by the efficient 
use of labor. If such a standard were in effect, competition would 
be actually keener and promote socially desirable efficiency and serv 
ice. 

Merchant marine subsidies have been used by every maritime power, 
and date back even to before Queen Isabella’s financing of Columbus’ 
voyage to America. Let me assure the committee that I have no in 
tention at this time of entering into a detailed discussion of the his- 
toric and technical basis of subsidies to the shipbuilding and shipping 
industries. 

However, we would desire to bring to the committee’s attention that 
in May of 1949 the Bureau of the Budget of the United States Govern 
ment published a revealing study on subsidies. This study showed 
that for the 14 fiseal years ended June 30, 1948, American farmers 
received from the Government approximately $11 billion. Nearly 85 
billion went for soil conservation. In all Agricultural Adjustment 
Act payments took close to $114 billion. During this period the Mari 
time Commiission’s subsidy grants came to less than $400 million. 

Almost every shipping nation in the world subsidizes its merchant 
marine by mail grants, preferential routings and charges, outright 
payments, tax-free loans, interest-free securities. accelerated deprecia 
tion, and numerous other means. Some countries have gone so far as 
to make mandatory the carrying of private commodities in their own 
bottoms. Tam not referring to the carrying of government-financed 
cargoes. Any nation has that right. I am discussing goods carried 
through the normal channels of private foreign trade. 
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Gentlemen, immediately after the close of the war, an investigation 
into the needs of American shipping was launched. The President of 
the United States appointed an Advisory Committee on the Merchant 
Marine. The committee was composed of businessmen, and spent 
long hours hearing testimony of Government, industry, and labor 
witnesses. The committee issued a report, setting forth a considered 
adequate replacement program and proposed certain legislation. 

Today a situation exists where the passenger cargo vessels envisaged 
by the President’s Committee on the Merchant Marine are being built 
solely because we are at war and wish to prevent a world-wide conflict. 
How much better and cheaper would it have been had these vessels 
been constructed prior to the time we became engaged in the Korean 
war. Millions in unemployment compensation to shipyard workers 
would have been saved. Additional millions in the cost of the vessels 
would have been saved if they had been built on a long-range basis. 
Losses sustained by the Treasury in taxes from shipbuilding com- 
panies in the red would have been prevented. Shipbuilding com- 
panies would not have been burdened with untold wasted millions in 
overhead and maintenance while their plants lay idle. 

We, of the LUMSWA-CIO, cannot stress too strongly the cardinal 
role of the shipping for our Nation. No one will dispute that our na- 
tional prosperity depends to a great extent on world trade. If more 
countries and economies become totalitarian, more American ships to 
ply the trade routes of the world will become more necessary to keep 
our workers employed and our plants operating. If the Communist 
shadow lengthens, Americans’ shipbuilding skills and an efficient ship- 
building industry are of paramount importance. 

America today requires a shipbuilding and ship-repair program 
which will accomplish the following: 

1. Preserve the skills and equipment necessary for the maintenance 
of a shipbuilding and ship-repair industry. 

2. Construct an American-flag fleet which can compete commercially 
in the passenger and cargo fields. 

3. Provide for scrapping obsolete vessels in the Reserve Fleet as 
new ships are placed in operation. 

If the Korean war ends tomorrow, shipbuilding and ship repair in 
private shipyards faces a virtual black-out. On March 1, 1952, there 
were 77 oceangoing vessels under construction and/or under contract 
in accordance with American Bureau of Shipping classifications. Of 
the 77, the last 25 are scheduled to be completed in 1953. This means 
that under present policy, unless the Korean war continues or another 
crisis occurs, shipbuilding will come to a complete standstill in 1953. 

A reading of President Truman’s last budget message to Congress 
will show that no further modern cargo-ship construction is contem- 
plated. The President has requested very little new obligation au- 
thority for the Maritime Administration, and no indication has been 
given that any will be requested in supplemental appropriation re- 
quests. 

At the same time, the United States Mutual Security Administra- 
tion has been placing orders abroad for small vessels at Italian and 
Dutch shipyards. This union has strenuously objected to the policy 
of foreign-ship procurement when a substantial number of our own 
small and major shipyards are not working to full capacity. 
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More merchant tonnage was launched in 1951 than at any time in 
the last 30 years, the authentic Lloyd's Register of Shipping says. 
During that same year, the United States dropped from second place 
among the major shipbuilding countries of the world to a poor seventh. 

At the beginning of this year, the United States stood fourth in 
construction of vessels of 1,000 gross tons or over. Is the committee 
aware that the United States is now constructing less tonnage than 
war-shattered Germany’ While foreign shipbuilding is cutting into 
our shipbuilding industry, foreign registry cuts into the American 
merchant marine. Unless Congress passes the long-range shipping 
bill, this situation will inevitably worsen. 

The American shipbuilding industry has been virtually permitted 
to die. For the first time since the beginning of World War II, there 
is more employment in our naval shipyards than in private shipyards. 
The Labor Market News, published by the State employment service 
from every shipyard area, report shipyard-skill scarcities. The rea- 
son for this is simple—the industry was neglected and languished 
after the war. With less than 70,000 employees in private shipyards 
in the entire United States in the early part of 1950, it could not con- 
duct an adequate training program. Who would be trained? The 
workers walking the streets because of lack of work in the industry 4 

We need not tell this committee that it takes years to train shipyard 
workers in the skills necessary to carry on their jobs. This conmit- 
tee is fully aware of the minimum cadre force of 150,000 privately 
employed shipyard workers necessary to insure proper expansion in 
the industry in time of emergency. Less than one-half of this mini- 
mum necessary skeleton force was employed in the first half of 1950. 
The industry only recovered because of the onset of the Korean war. 

We are certain that Congress does not intend to favor naval ship- 
yards over private shipyards, or to eliminate the privately owned ship- 
building industry. 

If Congress wants to continue a privately owned shipbuilding in- 
dustry and foster its development, planned vessel construction and 
orderly employment of a cadre force of skilled workers are the only 
means for its continued existence. This can only be done by proper 
subsidy laws and by allowing the accumulation of proper reserve 
funds for construction of vessels by shipping operators. America 
faces a grave threat if a shipbuilding famine strikes before Congress 
passes legislation to assist the industry. If Congress ignores the dan 
ger, the industry will probably not recover for another decade. It 
takes time for the effect of legislation to give rise to ships on the ways. 
Ships take years to plan and build. It takes years to train skilled 
shipbuilders. 

In the debate on this bill on the Senate floor, discussion centered 
around the fact that American interests placed more shipbuilding 
business abroad than in the United States. As recently as March 4 
the New York Journal of Commerce reported that during the past 
31, vears, 201 vessels, totaling 4 million dead-weight tons, with 1%, 
million horsepower, have been ordered in foreign vards by American 
interests. American business on foreign vards’ books doubled during 
the 9 months from May 1951 through February 1952. Additional 
American contracts covering substantial construction are about to 
be placed in foreign yards. In coming months American-ship con 
struction in foreign yards will far surpass the 4 million ton total. 
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The entire shipping and shipbuilding industries are in agreement 
on this measure. Previous bills did not receive the unqualified sup- 
port of all parties. Because safeguards in the bill are adequate to 
guard against any possible misconstruction, all segments of the In- 
dustries are in accord. 

We maintain that this bill is necessary to give America a strong and 
adequate fourth arm of defense. We are of the opinion that this 
measure is well devised and, as far as possible, should satisfy all 
Government agencies, 

While we do not desire to burden this committee with a discussion 
of every facet of the objections to the bill by Government agencies, we 
ask your forbearance to discuss certain of the amendments to some 
sections of the Merchant Marine Act of 1936. 

We concur with the amendment of section 501 (a) of the Merchant 
Marine Act of 1936, because it would extend the construction-ditfer 
ential subsidy to aid in reconstructing or reconditioning any vessel 
to be used in foreign commerce. We think those proposals are fair 
and just. They eliminate a grevious complaint of the nonsubsidized 
operator against the subsidized operator. 

There are two types of subsidies presently in force under the Mer- 
chant Marine Act of 1936. One is a construction-differential subsidy 
to equalize costs in building. The other is an operating-differential 
subsidy and certain tax-free allowances and reserves to equalize costs 
of operation. 

Vessels engaged in essential trade routes require the second type 
of subsidy. These ships must put to sea whether or not they are fully 
loaded. But all vessels engaged in foreign commerce should receive 
the first subsidy because the differential between United States costs 
and the cost of building abroad is the same, whether the vessels do or 
do not operate on essential foreign-trade routes. A further reason 
for our support of the amendment is that it is nec essary for the Na- 
tion to maintain a balanced fleet capable of assignment to any route 
on short notice without depleting service on essential trade routes. 

We would go one step further—we would say to this committee that 
the construction differential subsidy should be applied to every vessel 
built in the United States over a certain tonnage, whether engaged in 
foreign or domestic commerce. This subsidy should compensate for 
higher standards of Tiving, higher safety requirements and higher 
defense requirements in the United States. 

There is no reason for an American building a ship here to_be 
penalized by having to pay for higher American requirements. Let 
the construction-differential subsidy be applied to all vessels of ocean- 
going tonnage built in this country. Perhaps, then, we will really start 
to get a coastWise mere ‘hant marine, whieh was the backbone ‘of the 
defense fleet duri ing the Second World War. 

Again, we wish to repeat, that we are completely in favor of the 
application of the revisions of sections 501 (a) and 501 (ec) to all 
oceangoing tonnage constructed ino the United States and_ its 
territories. 

We support section 5 of S. 241 which would authorize the Govern- 
ment to acquire for trade-in of those vessels engaged in domestic trade 
in addition to those engaged in foreign trades. 

We also support section 7 of S. 241 which would authorize the Gov- 
ernment to accept as trade-in of vessels of 12 vears of age instead of 
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17 as provided by present law. This amendment is absolutely neces- 
sary if block obsolescence of our merchant fleet is to be avoided. The 
greatest part of our present merchant fleet was built during World 
War Ll. These vessels will become obsolete in a block. T he appro- 
priate administrative agencies of the Government must be authorized 
to permit the gradual re eplac ement of our fleet. Only by so doing will 
our merchant marine be able to maintain a modern fleet and our ship- 
vards to enjoy more stable, even-keel employment over a greater 
number of years. 

Two years ago our main objection to a proposed amendment to 
section 511 was that the moneys deposited in the construction reserve 
funds would not have to be expended for 5 years. We are pleased to 
see this proposal has been deleted from the present measure. 

We concur in the numerous corrective camel ions which the Mari 
time Affairs Subcommittee of the House of Representatives desired 
and which have been included in the bill. AT of these nprovements 
add up to our favoring the proposed amendments to section 511. 

It is our understanding in reading these amendments, that the 
moneys will have to be used for replacement, reconditioning, and re- 
construction of vessels, or for—as is presently the case—liquidation of 
purchase-money mortgages for vessels, only if the operator deposits 
in the 511 funds out of future depreciation the same amount which 
he would have utilized for the liquidation of purchase money obli 
gations. 

We fuily support the provisions of S. 241 which would grant tax 
deferment of normal and surtaxes but not of excess-profits taxes of 
subsidized and unsubsidized operators 

It is well-known that the reserve funds are presently inadequate 
to replace vessels of our present merchant fleet. Therefore, it seems 
essential that a plowing back of profits take place. This means that a 
minimum of dividends be distributed and that the Government defer 
collection of normal and surtaxes temporarily. Only by so doing can 
the industry hope to replace its present fleet with modern ships. 

We are firmly convinced that the kinks in the proposals have been 
finally ironed out, and must operate to insure that subsidized and non- 
subsidized foreign and domestic operators will be able to replace their 
fleets in orderly fashion. 

The single-mortgage recourse against certain passenger ships, with 
agreement of the Secretary of Defense, has already been accepted 
by the administrative branch of the Government. Therefore, the 
unions agree with this, with the understanding that this will be used 
to further construction of vessels, which can be used as troop carriers 
in time of war. 

In conclusion, the CTO Industrial Union of Marine and Shipbuild- 
ing Workers of America, the National Maritime Union, the Marine 
Engineers Beneficial Association, and the American Radio Association 
urgently and respectfully request that your committee recommend im- 
mediate approval of this bill to guarantee a stabilized shipbuilding 
industry and a modern, first power American merchant marine. 

We ask that you prevent the sacrifice of markets to foreign com 
petitors and to further a flourishing, expanding American foreign 
trade. 
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We ask the committee to vote approval of this bill to conserve the 
skills and insure the future of American shipbuilders, who have a 
proud record of achievement in war and in peace. 

Lastly, but not least, may I express my sincerest thanks to the com- 
mittee for the opportunity to freely express our views and your kind 
attention to my remarks. 

Thank you. 

Mr. Bonner. Does that complete your statement ? 

Mr. Grogan. Yes, sir. 
(The full testimony submitted by Mr. Grogan is as follows :) 


STATEMENT OF THE INDUSTRIAL. UNION OF MARINE AND SHIPBUILDING WORKERS OF 
AMERICA, CIO 


The Industrial Union of Marine and Shipbuilding Workers of America, CIO, 
is appearing before a congressional committee to testify concerning the future 
of the American merchant marine for the tenth time in 8 years. 

We have already testified in support of the measure this committee is now 
considering, during the last session of the Eighty-first Congress, and we have 
made representations to both the House of Representatives and Senate in favor 
of this bill during the first session of the present Congress. This committee has 
also heard us during the Seventy-ninth and Eightieth Congress, because this 
bill is the product of extensive proceedings and hearings held in the Seventy- 
ninth, EKightieth, and Kighty-first Congress. We believe this bill will meet the 
inipimum rquirements of the merchant marine during a time of peace. Our 
testimony must of necessty remain somewhat the same, because we believe now 
more than ever that this measure is required if we are to maintain an adequate 
American merchant marine. 

We are not alone in our support. Veterans organizations, civic organizations, 
other labor organizations, ete., have all joined with us in a fight to preserve 
and maintain American ships on the high seas. We are rapidly losing this 
battle under the operation of the present act. We believe the Merchant Marine 
Act of 1936 to be outmoded. It was drafted to meet a different situation. It must 
be amended, and such amendment should be made now. 

We are presently in a situation where we require our merchant marine and our 
shipbuilding facilities because of the war in Korea. How much longer this 
situation will last is a question which we cannot answer, but we have bad 5 
vears of famine in this industry since the close of World War LI, and the little 
prosperity we are today experiencing arises because of trouble which we do 
not ever wish to see again. Therefore, this Congress should do something about 
our merchant marine and our shipbuilding industry to insure that when the 
war in Korea is ended, we will not again be having committee after committee 
and Congress after Congress engaged in hearings, and no action taken on the 
problems of the industry while it withers away. 

The plight of the American merchant marine merits the attention of every 
American citizen. It is unfortunate that this attention has always been given 
either while the country was preparing for or engaged in foreign wars, and has 
rarely been properly accorded during peace. 

The necessity for an American merchant marine has never seriously been 
questioned—its necessity for defense has always been recognized, and its neces- 
sity for the development of world trade is generally conceded. 

In 1950, this union was very much alarmed by the appearance of a philosophy 
of foreign trade which overlooked completely the relationship of American ship- 
building and the American merchant marine to the over-all economy of the 
world, and which justified the existence of an American merchant marine only 
in time of war. We would like to point out that the competition our merchant 
marine and shipbuilding industry are faced with, is not a true competition— 
a competition of know-how, productivity, and experience, but can be called a 
competition of starvation. 

Once shipping and shipbuilding are on a more nearly equal standard through- 
out the world, our own country will be almost immediately in a competitive 
position. Those American citizens who believe that we must stop subsidizing 
this industry because such subsidies are an unnecessary handicap to the efforts 
of foreign maritime nations to achieve a self-supporting status, invite competi- 
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tion among maritime nations on the basis of labor costs to «a ruinous degree. 
The country that most degrades its populace and so lowers its labor costs will 
be the country in the most favorable position as far as shipping and shipbuild- 
ing go. This union cannot at any time condone such a practice. We do not 
aim to deemphasize competition as a force in world shipping and shipbuilding. 
We merely seek to put the emphasis where it belongs, namely, on competition 
in the offering of service rather than a competition based on degrading wages. 
Note that this does net envision any objection to cutting labor cost by the 
efficient use of labor. Thus, in effect, competition is actually heightened and 
yet placed in the socially desirable areas of efficiency and service. 

If foreign trade is negiected it would mean that we are fundamentally untrue 
to American free enterprise. Shipping lanes have been clesed to our ships. 
Exports of other countries have been refused to our carriers. We have seeu this 
in South Africa and we have seen it in Argentina. American world trace is 
one of our greatest home industries. Even before the war it was running at a 
rate of between 12 and 15 billions of dollars a vear, which was more than our 
building industry. American exports in 1939 paid a majer percentage of 
United States payrolls, such as metals, motor vehicles, nonferrous metals and 
products, metal fabrications, fuel, power, chemicals, rubber, heating equipment, 
industrial equipment, ete. On the other hand, without imports, much of Ameri 
can industry would close down. No one has denied that American imports and 
exports have raised our standards of living. 

Shipping is one of our greatest traditions. The very first law passed by the 
first Congress was passed to protect American shipping. A strong American 
shipping industry does not necessarily mean only ships. It means American 
trade throughout the world. Our good-neighbor policy in South Ainerica was 
developed with American ships. Before the war, we were developing an unusual 
amount of trade with the Baltic. 

Contrary to a common impression, foreign countries do not significantly 
depend on selling us their shipping services to build up their American dollar 
balances. It is the goods they sell us that do so. Remember that foreign shippers 
do not keep in full the American dollars they paid to carry American oods. 
They spend a large part of them for port services in America, and for American 
supplies. The net sum they kept in 1926 was only $45,000,000 and only $64,000,000 
in 1939, for all foreign nations: a tiny fraction, less than 3 percent, of what they 
earned for the goods they sold us in 1939. 

We know that foreign nations earn only a “drop in the bucket” for shipping 
services compared with the billions of dollars’ worth of goods America buys, and 
should buy, from them. This drop in the bucket is surely not encugh to outweigh 
all the advantages to us and to the world in having a strong American merchant 
marine on the seas. 

Granted that we require an American merchant marine, it has been wenerally 
recognized by committee after committee, and Presidentally appointed board 
after board, that our wartime fleet was designed for war and not for peace. 
The vast majority of the ships in the fleet are slow, uneconomical in their facil 
ities for handling cargo, and wholly unbalanced for our needs in the postwar 
trade. Seven fast cargo ships can carry the same amount of cargo per yveur as 
ten slow ships at an additional profit to the operators of close to one-quarter of a 
million dollars. Nowhere is the question of quality versus quantity more impor- 
tant than in shipping. We need a fast and efficient fleet. We cannot ask our 
shipping operators to depend upon slow hulks. We cannot ask our country to 
depend upon them in time of emergency. 

We all remember what happened to the American merchant marine after 
the Civil War, and after the First World War. It simply went out of existence. 
In 1935 the administration recognized the fact that something had to be done 
to start building efficient American shipping. In 1986 the Merchant Marine 
Act was passed by Congress, providing for a number of things. One was the 
allowance of a construction differential subsidy for vessels built by operators 
who were engaged in serving essential foreign trade routes. Another allowed 
an operating differential subsidy to these same operators. The operating diver 
ential subsidy carried a provision for its recapture after a 10-year period, 

These subsidies serve a number of purposes. First, they pay for higher 
American standards of living and higher wages for the crews and for the builders 
of ships, in comparison, for example, with wages in Italy. Second, they allow 
shipping operators to plan ahead on the basis of fairly constant costs, since 
the differentials between American operating standards and foreign operating 
standards are adequately taken care of. This meant that American fleets 
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could remain on the seas; that regular services could be chartered for foreign 
trade routes declared essential by the government; that a steady replacement 
program for vessels could be maintained, Adequate provision is contained in the 
original bill for supervision of the use of subsidy funds, for profits recapture by 
the government, and for subsidy recapture. The Merchant Marine Act of 1956 
is one of the few bills granting operating subsidies which has never come under 
attack on the grounds of misappropriation of funds. 

Merchant marine subsidies have been used by various countries. We cannot 
at this time enter the disevssion on a technical basis. We have in the past 
presented to the Senate of the United States a technical memorandum on the 
computation of the construction differential subsidy. A copy is herewith attached 
ns exhibit D. However, we would desire to state that in May of 1949, the 
Bureau of the Budget of the United States Government, published a study on 
subsidies. This study showed that for the fourteen fiscal years ended June 30, 
1948, farmers received approximately $11 billion. The biggest item is close to 
$5 billion for soil conservation. The Agricultural Adjustment Act payments 
took close to $114 billion. The Maritime Commission’s subsidy grants came to 
less than $400 million. 

Other nations (almost every shipping nation in the world) subsidize their 
merchant marines, either by mail grants, by preferential routings and charces, 
or by outright payments, tax free loans, interest free securities, accelerated 
depreciation, and so forth. Some countries have gone as far as to set a standard 
of carrying private commedities in their own bottoms. (Here we are not 
diserssing the question of government financed cargoes, Any nation should have 
the right to carry such cargoes as it wished. We are discussing goods carried 
through the normal channels of private foreign trade.) 

Attached hereto as exhibit B is a statement of aids given by the major mari- 
time countries, Which appeared in the Congressional Record of the Senate, for 
August 21, 1951, pages 10670 and 10671, showing the principal aids given by 
foreign maritime countries to their national shipping interests. 

With the coming of the war, the deluge of emergency merchant shipbuilding 
obliterated the normal procedures which would have gone on under the Merchant 
Marine Act of 1936. After the war, it was recognized that this act required 
amendment in certain respects. Prior to the war no attention has been paid to 
coastal and intercoastal shipping, or to tramp shipping. Afterward, this problem 
becume increasingly acute. In 1936 no attention had been paid to American 
safety standards for oceangoing shipping, which were far in excess of foreign 
standards. No attention had really been paid to American defense require- 
ments for high speed and other defense features. With the lesson learned from 
the war, this particular requirement became increasingly important. The con- 
struction differential subsidy, itself, it was thought required further amend- 
nent, since it was almost impossible to gage foreign shipbuilding costs due to 
the devaluation and fluctuations of foreign exchange, foreign government regula- 
tion of its own exchange, foreign hidden subsidies, foreign interest-free loans, 
etc. The Maritime Commission needed further leeway in considering such costs. 

Also, a question arose concerning the operation of large passenger vessels, 
which the national defense authorities (because of experiences during the war) 
now came to regard as necessary in the composition of the American merchant 
fleet. These large passenger vessels are a distinct problem because they almost 
never show actual profit. Passenger-carrying shipping mostly operates at a 
loss. If such vessels were required, some provision would have to be made for 
special consideration. 

Since 1944 the proponents of an adequate American merchant marine have 
been requesting the Congress to consider the postwar needs of the merchant 
marine, and to pass appropriate legislation. Of course, during the war, the 
reqnests had to be mostly nebulous. Immediately after the close of the war the 
request was made to start an investigation into the needs of American shipping. 
The President of the United States appointed an Advisory Committee on the 
Merchant Marine. The committee was composed of businessmen, and spent days 
hearing the testimony of Government, industry, and labor. The committee is- 
sued a report setting forth what it considered an adequate replacement program, 
ind proposals for certain legislation. Oddly enough the report seems to have 
been completely disregarded both by the administrative and legislative agencies 
of the Government. Then the President requested a Cabinet committee to look 
into the problem of the merchant marine. This committee also issued a report, 
which was again pretty much disregarded. 
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The report of the President's Advisory Committee on the Merchant Marine, 
which was issued in November of 1947, was one of the most important reports 
ever to come out on the American merchant marine. This report suggested a ship 
vuilding program, which, if followed, would have obviated all difficulties we 
have had with cargo carriers during the Korean emergency. 

This report foreshadowed the instant bill in a number of ways. It recom- 
mended for example— 

(a) Extension to unsubsidized companies in foreign trade of the deprecia- 
tion and reserve funds. 

(b) Avoidance of block obsolescence. 

(c) Purchase liability limitation for passenger vessels, 

We do not wish to burden this committee with the full record of the President's 
Committee, but we think that their “summary of recommendations” is so 
important that we have attached hereto as exhibit C an exact copy of this sum- 
mary, and we urge that it be included in the transcript of these proceedings. 

We have today a situation, where the passenger cargo vessels envisaged by 
the President’s Committee on the Merchant Marine, are being built solely because 
we are in war, even though we are in a small war. How much better and 
cheaper it would have been had these vessels been built prior to the time we were 
engaged in war. We would have saved hundreds of thousands of dollars in 
unemployment compensation to shipyard workers. We would have saved further 
hundreds of thousands of dollars because the cost of the vessels would have been 
much less if they had been built on a long-range basis. We would have saved 
further thousands of doliars in lost taxes which were not paid by shipbuilding 
companies, because they lost money. The companies would have saved untold 
money in overhead, maintenance losses, ete. 

However, more important, to our way of thinking, than any program must 
be the accepance by the American people of the constant and consistent need for 
a modern merchant marine. Had the Nation heeded the admonitions contained 
in cur report to our tenth national convention in 1944, “After the war a world 
of plenty,” which you have already received, the shipbuilding industry would 
not now be approaching a famine period of the feast and famine cycle in Amer 
ican shipbuilding. At the tenth national convention our union said that we do 
not want to be a war industry. We do not want to be solely part of the periods 
of man’s destructiveness to man. We do not want jobs only when war is immi 
nent or when the threat of war abounds. 

We want jobs to promote peace. We spent millions per day for waging war. 
How much has this country spent to confine totalitarian philosophies abroad? 
Compare these staggering totals to a possible expenditure of S100 million a year 
to promote trade and another $100 million to promote understanding between 
nations by an interchange of students and peoples of each nation, as well as of 
goods and services. 

We, of the IUMSWA, CIO, know that there is a need for peacetime shipping. 
We know that national prosperity depends to a great extent on world trade. 
We also know that as more and more economies become totalitarian, unless 
there are sufficient American ships to ply the trade routes of the world, workers’ 
skills and plant facilities may rust unused, 

At our tenth national convention, and since, this union stood foursquare for 
peace. Peace can only come as the result of world understanding and world 
interchange of ideas and goods. At that time we, the IUMSWA, CIO, said to 
have peace there must be freedom and security. War-torn nations must be 
helped to rebuild, and standards of living throughout the world must be raised 
so that goods may be exchanged. 

Since the convention world events have justified our position. In fact, our 
position has been strengthened and our determination increased by what has 
happened throughout the world. World prosperity is not indivisible. If there 
are no foreign purchases here, jobs and job opportunities will decline for Ameri- 
can workers. 

What has happened to the report of the Trade Routes’ Committee of the United 
States Maritime Commission—one of the best reports to come out of the plan 
ning department of the Commission in the past 10 years? What has happened 
to the planning department of the Maritime Commission? We are in the very 
peculiar position of having a Maritime Administration to promote the welfare 
of the American merchant marine with no over-all planning department. We 
also have a shipbuilding industry which cannot seem to operate unless there is 
a small war; or a minor emergency ; or hundreds of thousands of men dying. 
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America today requires a shipbuilding and ship-repair program which will 
accomplish the following : 

1. Preserve the skills and equipment necessary for the maintenance of a ship- 
building and ship-repair industry. 

2. Construct an American-flag fleet which can compete commercially in the 
passenger and cargo fields. 

3. As new ships are placed in operation, institute a program of scrapping the 
obsolete vessels in the Reserve Fleet. 

If the Korean war were to end tomorrow, shipbuilding and ship repair in 
private shipyards face a virtual black-out. As of March 1, 1952, there were 77 
ocean-going vessels under construction and/or under contract, as of the American 
Bureau of Shipping classifications. Of these 77, the last 25 are scheduled to be 
completed in 1955. This means that unless the Korean war continues, or another 
holocaust occurs, the industry will not be constructing ships in 1953. 

A scrutiny of the budget message of the President of the United States, 
transmitted to Congress at the beginning of this session, shows that further 
modern curgo-ship construction is not now envisaged. The President has re- 
quested very little new obligation authority for the new Maritime Administration, 
and no indication has been given that any will be requested in supplemental 
appropriation requests. 

In addition, the United States Mutual Security Administration has been placing 
orders abroad for small vessels from Italian and Dutch shipyards. This union 
has gone on record as strenuously objecting to a policy of foreign procurement 
when some of our small shipyards and a few of our major shipyards are not 
working to full capacity. 

During 1951, Lloyd's Register of Shipping showed more merchant tonnage 
launched than at any time in the last 30 years, but during this same year, the 
United States dropped from second place among the major shipbuilding countries 
of the world to a poor seventh. The total gross tonnage launched by the world’s 
leading maritime nations for 1950 and 1951 follows : 


1951 1950 1951 1950 

United Kingdom 1,341,024 1,324, 570 Denmark 115, 398 125, 490 
Japan 434, 286 347.945 | Italy 112, 318 107, 464 
Sweden. - 404, 067 347, 892 Norway 94, 383 53, 402 
Germany 318, 339 154,506 || British Commonwealth 7R, 209 74, 513 
France. .__- 222, 632 180, 846 Belgium ; 72, 373 66, 317 
Netherlands 216, 869 228,118 | Spain 39, 596 am 
United States 165, 883 437, 031 


As of January 1952, the United States was fourth in merchant shipbuilding of 
vessels of 1,000 gross tons or over, as fur as percentage of gross tons constructed 
was concerned. It was fifth as far as the number of vessels was concerned. 
In both cases, the United States is now constructing less tonnage than Germany, 
which is a most interesting situation. Foreign registry is cutting into the 
American-owned merchant marine, and foreign shipbuilding is cutting into the 
shipbuilding industry. Unless something is done, this situation will get worse 
and worse. 

We would like to point out to this Committee, that for the first time since 
the beginning of World War II, there is more employment in the naval ship- 
yards of this country than in private shipyards. The Labor Market News, 
published by State employment services from every shipyard area, are re- 
porting shipyard-skill scarcities. The reason for this is simple—the industry 
was virtually allowed to die after the war. It could not conduct an adequate 
training program with less than 70,000 employees in private shipyards in the 
entire United States in the early part of 1950. Who would be trained—the 
workers walking the streets because of lack of work in the industry? We do not 
need to tell this committee that it takes years to train shipyard workers in the 
skills necessary to carry on their jobs. This committee is fully aware of the 
minimum cadre force of 150,000 privately employed shipyard workers necessary 
to insure proper expansion in the industry in time of emergency. We were down 
to less than one-half of this minimum necessary skeleton force by the first half of 
1950. The industry only recovered because of the onset of the Korean war. 

If the Congress of the United States wants to eliminate our private ship- 
building industry and have it all governmentally owned and operated—let the 
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Congress simply state that all shipbuilding subsidized by the Government of the 
United States shall be carried forward in naval shipyards. If the Congress of 
the United States wants to continue a privately owned shipbuilding industry and 
foster its development, some means must be found whereby vessel construction 
can be planned for an orderly employment of a cadre force of skilled workers. 
This can only be done by proper subsidy laws and by the allowing of proper 
reserve funds for construction of vessels to shipping operators. 

We cannot wait until we are again in a famine to pass legislation to assist this 
industry. If we do so, the industry will probably not be able to recover for 
another decade. It takes time for legislation to reach the industry in the form 
of work. Ships take years to plan and to build. The skilled men in the in- 
dustry take years to train. 

Contrary to common belief, it is not true that a simple employment of one- 
tenth of the normal work force in a shipyard means that the shipyard will be 
capable of expanding to the normal work force within a few months. This 
ratio of 10 to 1 has been used so frequently that we have lost sight of the fact 
that it is really meaningless. The ratio may be correct as far as certain de- 
partments are concerned, but it means absolutely nothing in the case of the 
more skilled and apprenticable crafts. The ratio of 10 to 1 does not mean any- 
thing in the mold-loft. Good loftsmen take years to train, and apprenticeship 
is simply the beginning of training for a loftsman. To make a first-class lofts- 
man can often take as long as 7 to 10 years. The loftsmen in this industry are 
now mostly elderly men. Apprenticeship was interrupted during the war and 
the number of apprentices today, because of the previous lack of work in the 
yards, is insufficient. 

The same thing is true of coppersmiths and pipefiitters or marine plumbers. 
One cannot train a coppersmith in 3 months. One cannot train a first-class pip- 
ing layerout nan in $3 months. One cannot train marine steamfitters or plumbers 
in 3 months. These men take years to develop the necessary skills required for 
the building of complex vessels. 

The same thing is true of outside machinists. The main bottleneck in the 
development of a shipbuilding program during the World War II was the 
shortage of outside machinists. These men take years to develop their skills. 
Although the work has been broken down in this department to some extent, 
there is still required, for the proper functioning of the shipyard, a nucleus of 
trained men to make sure that the semiskilled men in the department are doing 
the work correctly. The installation men in this department take years to 
train. 

Again, this is true of shipfitters, and shipwrights, as oldtimers in the industry 
call them. This work has also been broken down to a certain extent, but those 
men who actually do the assembling in the shipfitting craft cannot be trained 
in a matter of months or even in a matter of years. 

It is true of the blacksmith shop; of the boiler shop; and of the forge. 

During the preceding war, the War Manpower Commission issued an in- 
dustrial manning table for the shipbuilding industry. It is unusual to see how 
many of the skills in the shipbuilding industry take over 2 years to acquire 
minimum competence even in a wartime-training accelerated program. When 
we mention minimum competence, we are not discussing first-class men—we are 
discussing training to accomplish the minimum requirements for mechanies’ 
work in these crafts. These men with training in a limited area of a trade 
require the close supervision of skilled mechanics who will have to be drawn 
from the cadre. 

Once the Congress of the United States has passed the instant measure, per- 
haps it will then have time to consider American participation in operation of 
vessels under foreign flags, American participation in building of vessels abroad, 
and other matters which are of vital concern to the merchant marine of this 
country. 

When the discussion was going on in the Senate of the United States con- 
cerning the instant bill, and since such time, we have learned that American 
interests have placed more business abroad than they have in the United States. 
Attached hereto as exhibit A, is a reprint of an article in the Journal of Com 
merce of March 4, 1952, listing the contracting parties, number of vessels, and 
tonnage involved, as of that date. The American Congress for the past few 
years has been sitting back and letting this situation go on, 

We have no desire to rehash previous history, but we want to point out that 
all parties ; the shipping industry, the shipbuilding industry ; and all groups with 
in these industries, are finally in agreement upon this measure, and have been in 
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agreement since 1950.) Previous bills did not receive the unqualified support of 
all parties. This one does, and we think the safeguards in it are sufficient to 
guard against any possible misconstruction. 

We hold that this measure is necessary if we are to have a merchant marine at 
all, We think that this measure has been well devised and that as far as possible 
all recommendations of objecting Government agencies have been met. 

We do not desire to burden this committee with a discussion of every single 
facet of this matter. We have gone on record as stating that we support this 
bill and we shall continue to support it. However, we do wish to discuss the 
umendments to sections 501, 511, 607, and 503 of the act. 


PART 2. DISCUSSION OF 8. 241 


(a) Amendments to sections 501 (a) and 501 (c) of the Merchant Marine Act of 
1936; extension of construction differential subsidy 

We are very much in favor of the amendment of section 501 (a) of the Mer- 
chant Marine Act of 1936, extending the construction differential subsidy to aid 
in reconstructing or reconditioning any vessel that is to be used in the foreign 
commerce of the United States. We think these proposals are only fair and just. 
They eliminate a grievous complaint of the nonsubsidized operator against the 
subsidized operator. After all, there are two types of subsidies presently being 
viven vessels, under the Merchant Marine Act of 1936. One is a construction 
differential subsidy to equalize costs in building. The other is an operating 
differential subsidy and certain tax-free allowances and reserves to equalize 
costs of operation. Vessels engaged in essential trade routes require the second 
type of subsidy. They have to run, whether or not they are fully loaded. But 
all vessels engaged in foreign commerce should receive the first subsidy because 
the differential between United States cost and cost of building abroad is the 
sume, whether the vesesls are or are not running on essential foreign trade 
routes. It is necessary for us to have a balanced fleet capable of assignment to 
nny route on short notice without depleting service on essential trade routes. 
We would go one step further—we would say to this committee that the con- 
struction differential subsidy should be applied to every vessel built in the 
United States of over a certain tonnage, whether engaged in foreign or domestic 
commerce, This subsidy is to compensate for higher standards of living, higher 
safety requirements, higher defense requirements in the United States. Just 
because a person is building a ship is no reason for him to be penalized for hav- 
ing to build it in this country by having to pay for the higher United States 
requirements. Let the construction differential subsidy be applied to all vessels 
built in this country of oceangoing tonnage. Perhaps then we will really start 
to get a coastwise merchant marine, which was the backbone of the defense fleet 
during the Second World War. 

Again, we wish to repeat that we are unalterably in favor of the application 
of the revisions of sections 501 (a) and 501 (c) to all oceangoing tonnage con- 
structed in the United States and its Territories. 


(b) Amendment of section 511 of the Merchant Marine Act: Construction re- 
serve funds now to be available to nonsubsidized forcign operators and to 
operators in domestic trade 

Our main objection, 2 years ago, before the House of Representatives to a 
proposed amendment of section 511 was that the moneys deposited in the con- 
struction reserve funds would not have to be expended for 5 years. We are 
happy to see that this proposal has been deleted from the present measure. 

We are also happy to see that a great many of the suggestions for correction, 
which the Maritime Affairs Subcommittee of the House of Representatives de- 
sired, have been included. Consequently, we are now in favor of the proposed 
amendments to section 511. We understand, upon reading these amendments, 
that the moneys will have to be used for replacement, reconditioning and re- 
construction of vessels, or for (as is presently the case) liquidation of purchase- 
money mortgages for vessels, provided the operator deposits in the 511 funds, 
out of future depreciation, the same amount which he would have utilized for 
the liquidation of purchase-money obligations. : 

We believe that the kinks in the proposals have been finally ironed out, and 
that it will now operate to insure that subsidized and nonsubsidized, foreign and 
domestic operators will be able to replace their fleets in orderly fashion. 

In this connection, it should be noted that when Senator Magnuson presented 
his bill to the Senate on August 21, he also presented a memorandum on the 
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differences in principle between the Magnuson-O’Conor bill, 8. 241, the recom- 
mendations of the President’s budget message of July 23, 1951, and some other 
proposed amendments. With respect to this point, the memorandum stated: 

“The President agrees that required deposits in the capital reserve fund will 
continue to receive full tax deferment. Other deposits by subsidized operators 
will receive tax deferment as to corporate income tax (but not corporate surtax 
and excess-profits tax). The Magnuson amendments will provide for tax defer 
ment for corporate income and corporate surtaxes but not for excess-profits 
taxes. Discussions have been held with the Treasury Department and the Mag- 
nuson amendments will provide for a proper basis for the computation of excess- 
profits taxes on profits so deposited. 

“The President’s recommendations do not include the right of unsubsidized 
American shipping to deposit earnings on a tax-deferred basis. The Magnuson 
amendments will however provide for the equal right of unsubsidized American 
flag shipping to voluntarily deposit earnings under section 511 into a construction 
reserve fund with the saine tax-deferment privilege granted the subsidized 
operators, provided the funds so deposited are invested or committed as specified 
in the act to the construction, reconstruction, modernization or acquisition of 
American-flag ships. 

“With respect to unsubsidized operators, the accruing depreciation will pro 
vide only one-third or less of the funds needed for replacement. Due to eyclical 
earnings and unreliable dividend history, shipping securities are not attractive 
to investors (see New York Stock Exchange record). The unsubsidized Ameri 
can-flag vessels, including the domestic operators, have the same problems of 
plant (ship) replacement as do the subsidized operators. Unless some incentive 
can be provided for these operators to plow back earnings, it is not evident 
where the capital will be forthcoming and it can be anticipated that this 
large segment of the American shipping fleet will decline rather than increase. 
The Magnuson amendments will provide equal treatment for both classes of 
operators as to the right to plow back earnings on a tax-deferred basis, if invested 
in new ships as required by the act. 

“It would seem that if the owners are willing to forego dividends in order 
to maintain their fleets at the higher replacement costs, the Government can 
afford to defer immediate tax payment on such voluntary deposits provided the 
excess-profits taxes thereon are paid at the inception and the corporate income 
and surtaxes are paid in effect by installments during the life of the property 
(through reduction of depreciation deductions against gross earnings: hence 
higher taxable earnings and higher taxes). 

“It is noted that Barbara Ward, the famous British economist, has stared that 
prior to World War II about 30 percent of industrial earnings were being 
plowed back into the business to take care of the expanding economic scale and 
the normal expansion of business. She states that since the war 60 percent of 
such earnings are being devoted to such purpose and that it is of credit to private - 
enterprise that they are willing to forego the distribution of such profits in order 
to maintain the financial stability of these enterprises. 

“EXPLANATORY NoTES._—Under section 607 (h), the Magnuson amendments only 
carry the President's recommendations one additional step (deferment of cor- 
porate surtaxes) while still conforming to the nondeferment of excess-profits 
taxes. The deferment of only the corporate income tax (26 percent) would not 
meet the objectives of the act. It would not provide the incentive for the volun 
tary deposit of earnings and further the noninclusion of such deposits in the 
depreciable base of the ship into which invested, would amount to a deferment 
at the prevailing rate for corporate income tax (26 percent), but actual payment 
on resulting installments at the prevailing rate of the year in which such in 
stallments fall due for both income and excess.” 


(c) Change in section GOT (b) 

We are in favor of the extension, for amortization purposes, of the useful life 
of vessels which have been reconstructed or reconditioned. This is only com- 
mon sense. There might be no use in reconverting a vessel if the entire cost 
of such reconversion has to be amortized over an extremely short period, 

(d) Revision of section 503 of the Merchant Marine Act of 1936, to provide for 
sole recourse against passenger vessels 

The single mortgage recourse against certain passenger ships, with agreement 
of the Secretary of Defense, has already been accepted by the administrative 
branch of the Government. Therefore, the union agrees with this, with the 
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understanding that this will be used to further construction of vessels, which 
can be used as troop carriers in time of war. 


Respectfully submitted, 
JOHN J. GRoGAN, President. 


Exuisir A 


Foreign YArps Ger LARGE New Unitrep Stares Sure Orpers ‘—585,000 Deap- 
Weicutr Tons ENTERED SINCE YEAR END; More PLACEMENTS PLANNED 


[Special to Journal of Commerce] 


LONvON, Mareh 3.—American interests during the first 2 months of this year 
really went to town in the placement of orders for new ships to be built at foreign 
yards. They contracted for 23 cargo carriers, aggregating some 585,000 dead- 
weight tons, to establish a new high in the volume of such order placement for 
any comparable period. This represents an acceleration in the pace of a move- 
ment that has been going on for the past 314 years, during which time 201 vessels, 
accounting for 3,898,970 dead-weight tons and 1,704,220 horsepower have been 
ordered by American interests in foreign yards. 


SHARP GAINS 


The latest tabulation shows that the volume of such business on the books of 
foreign yards has doubled during the past 9 months. The June 1, 1951, figures 
compiled by this correspondent showed 116 vessels of 1,958,520 dead-weight tons 
on order at that time. 

Since additional American contracts covering substantial construction are 
known to be under negotiation with foreign yards, the over-all total is due for 
still further expansion in the months ahead. 

British vards continued to get the major share of the new business, but large 
increases are noted in the volume of orders placed during recent months with 
German and Japanese builders. An actual breakdown of recipients of American 
orders shows that to date the British have received contracts for construction of 
102 vessels of 1,758,260 dead-weight tons, with Germany’s rehabilitated industry 
second with orders for 38 vessels of 751,150 tons. Orders held by other nations 
are Japan, 17 vessels; Canada, 7; Belgium, 7; Holland, 17; France, 9; and 
Sweden, 4. 


1YPE OF VESSEI 


As to the types of vessels involved, the lead belongs clearly to tankers, which 
account for 154 ships and 3,552,470 dead-weight tons. Cargo ships and a generous 
sprinkling of large ore carriers make up the balance, totaling 566.500 tonnage. 
Approximately 10 percent of the new vessels have been completed thus far, with 
more coming off the ways each month and final delivery dates extending into 1955 
and 1956. Most of these vessels will fly foreign flags, principally Panamanian 
and Liberian, when placed into service. 


REASONS NOTED 


There are numerous reasons for placement of this large volume of American 
business abroad, half of which has been ordered since last June. 

A major factor is the lower cost of construction as compared with United 
States yards where wage scales run double and triple those of foreign yards. 
The differential on other costs is not too great. Another consideration is the 
virtual compulsion to place orders in British yards faced by American oil com- 
panies selling their product in the sterling area. In return for this selling 
privilege they must accept payment in nonconvertible sterling which represents 
blocked funds unless used in some manner—such as building tankers. The Amer- 
ican oil companies thus affected account for nearly one-third the new tanker 
orders lodged abroad. 

The bulk of the remaining tank-ship orders has been contracted by large 
investment groups, headed in most instances by Greek-American banks and 
insurance concerns. These operators carry on a world-wide tanker business 
and most of the new vessels, when completed, will be leased on long-term charter 
to leading oil producers. 


ee 


1 Journal of Commerce, March 4, 1951. 
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LISTS GIVEN 


A list of the contracting parties, number of vessels and tonnage involved as 
of today is given herewith : 


Bulk carriers, freighters 


Pan Ore Steamship Co. (Alcoa)—1 ore 8,500 dead-weight tons, Burntisland 
Shipbuilding Co., England; 2 ore, 7,800 dead-weight tons, Hawthorn Leslie & Co., 
England; 1 ore, 31,000 dead-weight tons, Cammell Laird & Co., England. 

Reynolds Jamaica Mines, Ltd. (Reynolds Metals)—1 ore, 15,500 dead-weight 
ton Vickers Armstrong, England. 

Global Transport, Inc. (tSates Marine)—4 of 12,500 dead-weight tons each, 
Fairfield Shipbuilding & Engineering Co., Scotland. 

Liberian Navigation (States Marine)—6 ore, 22,400 dead-weight tons each, 
Fairfield Shipbuilding & Engineering Co., Scotland. 

A. G. Pappadakis, New York—2 of 10,000 dead-weight tons each, Wm. Denny & 
Bros., Scotland: 1 of 10,000 dead-weight tons, Short Bros., England. 

Gulf & Atlantic Shipping Co.—2 of 4,250 dead-weight tons each, Deutsche Werft, 
Germany. 

Empress Hondurena de Vapores (United Fruit Co.)—2 of 2,750 dead-weight 
tons, Bremer Vulkan, Germany; 2 of 5,000 dead-weight tons (reefers), Bremer 
Vulkan, Germany. 

M. A. Hanna—1 ore 31,000 dead-weight tons, Furness Shipbuilding; 1 ore, 
31,000 dead-weight tons, Swan, Hunter & Richardson, England. 

West India Fruit & Steamship Co.—1 railroad car ferry, 9,500 dead-weight tons, 
Canadian Vickers, Canada. 

Creole Petroleum Co.—1 dredge, 2,500 dead-weight tons, Canadian Vickers, 
Canada. 

Nortuna Shipping Co.—1 of 8,800 dead-weight tons, Yokohama Shipyard & 
Engine Works, Japan. 

N. G. Livanos, New York—2 of 10,000 dead-weight tons each, Wm. Gray & Co., 
England. 

Tramp Chartering Corp.—1 of 9,900 dead-weight tons; 2 of 11,000 dead-weight 
tons each, Swan Hunter & Richardson; 1 of 10,500 dead-weight tons, Burntisland 
Shipbuilding Co., England. 

J. A. Cosmas, San Francisco—2 of 10,800 dead-weight tons each, Bartram & 
Sons, England. 

Alvion Steamship Corp.—1 of 31,000 dead-weight tons, Cammell Laird & Co., 
England; 1 ore, 10,000 dead-weight tons, Burntisland Shipbuilding, England. 

Fomentador Cia Naviera (S. A. Panama)—2 of 10.500 dead-weight tons each, 
Burntisland Shipbuilding, England. 

Cia de Navigacion Rio (Grand S. A. Panama)—1 of 9,S00 dead-weight tons, 
Flensburger Shipbuilding Co., Germany. 

Rethymus & Kulukundis—3 of 6,600 dead-weicht tons each, Wm. Doxford & 
Sons, England. 


Oil tankers 


Overseas Tankship Corp.—-1 of 19,200 dead-weight tons, Scott's Shipbuilding 
& Engineering, Scotland: 38 of 18,000 dead-weight tons each, Furness Shipbuild- 
ing Co., England: 3 of 16,500 dead-weight tons each, Hawthorn & Leslie Co., 
England: 4 of 12.200 dead-weight tons each, Wm. Doxford & Sons, Englind;: 3 
of 16.500 dead-weight tons, John Cockerill, Belgium. 

Caltex Oceanic—1 of 3.200 dead-weight tons, John Cockerill, Belgium: 1 of 
8.220 dead-weight tons, Smith & Zoon’s, Holland; 1 of 3,200 dead-weight tons, 
Werf Gusto, Holland. 

Creole Petroleum Corp.—1 of 10,000 dead-weight tons, Van der Giessen & 
Janen’s Holland: 1 of 10,000 dead-weight tons, Rotterdanische Dry Dock, Hol- 
land. 

Afran Transport (Gulf Oi] Corp.)—2 of 31,000 dead-weight tons each, 2 of 
24,600 dead-weight tons each, Netherlands Dock & Shipbuilding Co., Holland: 1 of 
81.050 dead-weight tons, Chantier de Penhoet, France: 2 of 32,000 dead-weight 
tons each, Furness Shipbuilding Co., England; 2 of 32.000 dead-weight tons, 
Deutsche Werft, Germany ; 2 of 24,650 dead-weight tons each, Furness Shipbuild- 
ing Co., England. 

Fairplay Tanker Co.—1 of 28,000 dead-weight tons Howaldtswerke, Germany. 

Maritime Transportation Co. (Hillcone Steamship Co.)—2 of 18,000 dead 
weight tons each, John Cockerill, Belgium. 
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Tidewater Commercial Co.—2 of 19,000 dead-weight tons each, John Brown & 
Co., England. 

Pipeline Tanker, Ltd. (Imperial Oil, Ltd.) —2 of 21,500 dead-weight tons each, 
Collingswood Shipyards, Canada; 1 of 21,500 dead-weight tons, Port Arthur 
Shipbuilding Co., Canada. 

Esso E. G. (Germany )—1 of 26,650 dead-weight tons, Deutsche Werft, Ger- 
many. 

Standard Oil Co. (New Jersey)—2 of 26,650 dead-weight tons each, Vickers 
Armstrong, England. 

Standard Francaise des Petroles—1 of 26,650 dead-weight tons, Chartier et 
Ateliers, France. 

Esso Petroleum—2 of 26,650 dead-weight tons each, Vickers Armstrong, Eng- 
land; 1 of 26,650 dead-weight tons, John Brown & Co., England; 1 of 26,650 dead- 
weight tons, Cammell Laird & Co., England. 

Esso Transportation Co.—1 of 1,000 dead-weight tons; 10 of 500 dead-weight 
tons each, Thorne & Hessle, England. 

Standard Vacuum Oil-—2 of 26,650 dead-weight tons, each, Cammell Laird & 
Co., England ; 2 of 26,650 dead-weight tons each, Nagasaki Shipyards & Engineer- 
ing Works, Japan. 

Esso Standard (Belgium) S. A.—1 of 26.650 dead-weight tons John Cockerill. 
Belgium. 

California Transport Co. (Standard Oil Co. of California}—2 of 28,800 dea i 
weight tons, each, Rotterdam Dry Dock Co., Holland. 

Texas Co. (Norway)—1 of 24.000 dead-weight tons; 1 of 16,000 dead-weight 
tons, Kockums, Sweden: 2 of 18,000 dead-weight tous each, Deutsche Wertt. 
Germany. 

Maritime Trading Co.—2 of 19,000 dead-weight tons, each, John Brown & Co., 
England. 

Texas Co. (New York)—2 of 18,000 dead-weight tons. each, Deutsche Werft 
Co., Germany. 

Atlantic Maritime—1 of 16,500 dead-weight tons, Smith’s Dock Co., England. 

S. G. Livanos, New York—1 of 19,500 dead-weight tons, Furness Shipbuilding, 
England. 

A. G. Pappadakis, New York—1 of 19,500 dead-weight tons, Blythswood Ship- 
building, Scotland. 

Naess, Mejlaender & Co.—1 of 16,600 dead-weight tons, Deutsche Werft, Ger 
many. 

Neptune Shipping Co—2 of 16,500 dead-weight tons, each, Deutsche Werft 
Germany. 

J. M. Carris. Inc.. New York—4 of 18,500 dead-weight tons, each, Hitachi 
Shipbuilding & Co., Japan. 

Andros Bros. Shipping Co,—2 of 28,000 dead-weight tons, each, Davie Ship- 
building Repairing Co., Canada. 

Transocean Carriers Co. (Panama)—1 of 24,000 dead-weight tons, Nagasaki 
Shipyards & Engineering Works, Japan. 

Socony Vacuum Oil—1 of 24,000 dead-weight tons, Chantier et <Ateliers, 
France: 1 of 24400 dead-weight tons, Ateliers et Chantiers, France. 

National Bulk Carriers—4 of 38,000 dead-weight tons, each, National Bulk 
Carriers, Japan. 

Sociedad Martima San Nicolas—1 of 24,000 dead-weight tous, Yokohama Ship- 
yards & Engineering Works, Japan. 

Tankers Co. (Socony Vacuum Oil Co.)—2 of 26,650 dead-weight tons, each, 
Netherlands Dock & Shipbuilding Co., Holland. 

Liberty S. A. Panama—2 of 40,000 dead-weight tons, each. Howaldtswerke, 
A. G., Hamburg, Germany: 3 of 21,000 dead-weight tons, each, Howaldts- 
werke, A. G. Kiel, Germany ; 5 of 21,500 dead-weight tons, each, Howaldtswerke, 
A. G. Kiel, Germany ; 8 or 21,500 dead-weight tons, each, A. G. Wesser, Germany : 
1 of 31,050 dead-weight tons Chantier de Penhoet, France: 1 of 31,050 dead- 
weight tons Atliers & Chantiers, France; 1 of 31,050 dead-weight tons Chantiers 
Navals de La Ciotat, France. 

North American Shipping & Trading Co.—2 of 19,500 dead-weight tons, each, 
Kockums, Sweden; 2 of 44,000 dead-weight tons, each, 4 of 32,300 dead-weight 
tons, each, Vickers Armstrong, England: 2 of 20,000 dead-weight tons, each, 
Netherlands Dock & Shipbuilding Co., Holland. 

Alvion Steamship Corp. (N. Y.)—3 of 32,000 dead-weight tons, each, John 
Brown & Co. Scotland. 
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Alvion Steamship Corp. (Panama)—2 of 24,400 dead-weight tons, each, 
Netherlands Dock & Shipbuilding Co., Holland; 3 of 20,000 dead-weight tons, 
each, Vickers Armstrong, England; 1 of 18,500 dead-weight tons, Blythswood 
Shipbuilding Co., Scotland. 

Society Mazout Transports—1 of 2,700 dead-weight tons, Chantier de Penhoet, 
France. 

A. L. Burbank & Co.—%3 of 15,000 dead-weight tons, each, Kawasaki Shipyard 
Japan. 

Caribbean Land & Shipping Corp.—1 of 28,800 dead-weight tons Kawasaki 
Shipyard, Japan; 1 of 16,500 dead-weight tons; 3 of 16,500 dead-weight tons, 
Deutsche Werft, Germany. 

World Tankers Corp.—4 of 32,500 dead-weight tous, each, Howaldtswerke <A. 
G. Keil, Germany. 

Rethymis & Kulukundis—1 of 24.400 dead-weight tons, Netherlands Dock & 
Shipbuilding Co., Holland. 


ExHisir B 


SUMMARY OF PRINCIPAL Alps GIVEN BY THE MAJgor ForeEIGN MARITIME COUNTRIES 
TO THEIR NATIONAL SHIPPING INTERESTS ' 


BELGIUM 

A. Loans and grants 

The minister of merchant marine, according to a law passed August 1948, can 
obtain the state’s guarantee for loans closed by Belgian shipowners with a 
national credit institute, used to expand the tonnage of the Belgian merchant 
fleet. These obligations will amount to $577,000,000 of which $22,800,000 is 
already available. 

A law of August 1948, established a shipowning and shipbuilding fund of 
$45,600,000 of which $4,560,000 a year is to be used to build and purchase vessels 
by means of grants to shipowners for a period of 10 vears. 


FRANCE 

A. Operating aids 

General aid was given under a law of june 1934, in the form of a navigation 
bounty (per ton-day basis) applicable to coastwise or foreign trade in order to 
offset unfavorable competitive conditions. Almost $6,000,000 was provided for 
this purpose for 1935. This law was extended five times and on the last occasion 
runs through December 31, 1950. 

By law of June 1988, duties on refined petroleum imports were divided among 
tank ships operating under French flag. 

Under existing agreements, the French Government in 1956, reimbursed four 
subsidized companies to the extent of $33,000,000 operating deficit. 

Subsidy estimates for the French merchant marine for 1948S amounted to 
over $17,000,000. 


B. Loans and grants 

In the late twenties, contracts were made between the Government and the 
Credit Foncier (a semiofficial credit institute) with the Government guaranty 
to pay any interest contribution. The interest contribution on the part of the 
Government was $220,000 annually, between 1928 and 1933. From 1933 to 1936, 
it was $201,000 annually. From 1937 to 1940, the grant for interest payment 
was $265,000 annually and increased to $576,000 annually from 1988 through 
1941. 

In 1938 the French National Office of Liquid Fuels was authorized to grant 
loans to the French Petroleum Transport Co. of almost $6,000,000 bearing 21's 
percent interest. 

ITALY 
A. Construction aids 

Finmar, a Government-owned holding company, was formed in 1938 with a 
capital of $47,340,000. Finmar took over the stock majority of the four Italian 
liner companies and financed the construction of ships for the reorganized lines. 


? Congressional Record—Senate, August 21, 1951, pp. 10670-10671 











228 LONG-RANGE SHIPPING BILL 


A shipbuilding subsidy law was passed in 1938, and the appropriations under 
the law were as follows: $2,600,000 for fiscal year 1937-38 ; $5,200,000 for each 
fiscal year 1938-39 to 1946-47 ; $2,600,000 for fiscal year 1947-48. 

Under the law a bounty up to 50 percent of the import duty on foreign ma- 
terials was paid for using Italian materials. 

Also a construction bounty (amortization contribution) based on inside vol- 
ume of the ship and on the speed was granted to the operator. 

Under a new law passed March 1949, approximately $66,000,000 was granted 
for new construction and modernization. 

A construction bounty (amortization contribution) is paid on vessels con- 
structed under the provisions of the law. The construction bounty is based on the 
inside volume and the speed of the vessel. 

In addition the Government makes a supplementary contribution equal to one- 
sixth of the cost of the vessel upon the date of its entry into service. 


B. Operating aids 

In 1952, operating subsidies were granted for 1 year to Italian cargo vessels 
not operating in regular contract services. The basis of the subsidy was calcu- 
lated according to size, age, and distance sailed. The subsidy was extended 
each year, 1932 through 1936. The total subsidy for the noncontract services 
for the 5-year period was $20,802,500, 


C. Loans and grants 

The Institute of Naval Credit was authorized in 1933 to issue bonds worth 
$13,420,000 at 5 percent, the proceeds to be loaned to Italian shipping companies. 
The loans were State-guaranteed with a fixed interest of 6.8 percent toward 
which the Government contributed 2.5 percent, 

NETHERLANDS 
A. Loans and grants 

A limited-liability company organized for promotion of national shipping in- 
terest and commonly called Benas was formed in September 1932. 

Full interest on Benas loans was to be paid only if the operating account of 
the borrower showed a profit. The interest rate was 4!'. percent, but only 2% 
percent remained due (cumulative) in years when no profits were made, 

In 1935 and 1986, in addition to the Benas loans, the Netherlands Government 
appropriated over 810,833,600 to be used as non-interest-bearing credit by ship- 
owners. No security was required. These loans were not redeemed and ap- 
parently became gifts to the Netherlands shipowners. 

August 1948 the International Bank for Reconstruction and Development 
loaned four Netherlands steamship companies $12,000,000 at 215 percent interest. 
In addition to the 224-percent rate, the companies will pay 1 percent commission 
to the bank and a service charge of one-sixteenth of 1 percent of the amount 
outstanding. 

NORWAY 
A. Loans and grants 

Loans from the state ship fund are guaranteed by the Government, with In- 
terest at 5 percent. Loans outstanding March 1937 aggregated approximately 
$5,898,000. 

The Norwegian Government in July 1936 approved a plan to guarantee loans 
to shipbuilding yards, totaling approximately $3,060,207, at 415 percent interest. 

Loans outstanding by the Ship Mortgage Institute totaled $2,016,000 in 1947, 
interest at 4144 percent. 

SWEDEN 
A. Loans and grants 

The Swedish ship-mortgage fund was established in 1929 to grant loans on 
Swedish vessels. Loans outstanding on December 31, 1937, of the Swedish ship- 
mortgage fund amounted to $4,980,600. 


UNITED KINGDOM 


A. Operating aids 

Under the British Shipping Assistance Act of 1935 a subsdiy of $9,803,600 for 
tramp shipping was provided. The act was extended for a second year, and 
another $9,805,600 was granted for tramp voyages in 1936. 
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2%, percent 


BR. A 20-year loan of approximately $13,000,000 with interest at “- 
av 


was made to Cunard for the construction of the Mauretania and Lusitania, 
interest was charged while vessels were under construction. 

Under the Loans Guaranteed Act, 1921-26, approximately $96,258,810 was 
loaned for vessel construction, the average interest rate was 5 percent, 1!. 
percent below market rate. 

Loans guaranteed by the British Government for vessel construction in North- 
ern Ireland total approximately $110,000,000 from 1922 to 1940 at 34y to 5 per- 
cent interest rate. 

The British Government purchased $46,500,000 worth of Cunard White Star 
Line stock to provide working capital and funds for construction of the Queens. 

Under the British Shipping (Assistance) bill of 1939, $12,500,000 was to be 
eranted for shipbuilding. This bill never became law, but the Treasury author- 


ized over $1,000,000 to be paid as grants to certain operators who had con- 
structed vessels anticipating the law's passage. 


COMPARISON OF UNITED STATES AND FOREIGN SHIPOWNERS TAX TREATMENT 


Under date of June 7, 1951, Price, Waterhouse & Co., a nationally known firm 
of public accountants, prepared for one of the federation members a study of 
the tax situation of shipping companies operating under the laws of various 
countries. This study was primarily concerned with rates of tax, treatment of 
eapital gains arising through insurance indemnities for sales of fixed assets, 
depreciation allowances, and other unusual provisions of the laws. 

The study dealt with the laws of Panama, Italy, Sweden, Norway, the Nether- 
lands, France, and the United Kingdom. It is summarized briefly as follows: 

1. Tax rates in these foreign countries are generally lower than the prevailing 
United States rates. 

2. While capital gain on sales of vessels is taxable here at 25 percent, capital 
gains on sales of vessels are (@) tax deferred in three of the countries if re- 
invested in new tonnage and the gain is upplied to reduce the book value of the 
new ship, (%) considered as ordinary income in two countries, and (¢c) taxed 
ata lower rate than for ordinary income by the United States. 

3. The excess of the insurance indemnity over the book value of a vessel is 
(a) not taxable in four of the countries if reinvested in new tonnage and the 
gain is used to reduce the carrying value of the replacement, (%) taxable as or- 
dinary income in Sweden, and (¢) not subject to tax in France. While in the 
United States indemnity received is taxable at 25 percent or deferred if Internal 
Revenue Code, section 112 (f), relative to involuntary conversion, is availed of 
and gain is applied to reduce carrying value of replacement. 

4. Three of the six countries permit as taxable deduction provisions to estab- 
lish reserves for anticipated future heavy repair expenses such as periodic 
Classification surveys. In the United States this is on a cash basis. 

5. All but two of the countries have some provision for carrying back and/or 
forward of operating losses. In the United States operating losses can be car 
ried back 1 year and excess carried forward 5 years (unused excess-profits 
credit carry-over, 1 vear back, then 5 years forward). 

6. Although in the United States depreciation is on a cost basis with a 
year life expectancy and with no provision of accelerated depreciation, such is 
not the case in the foreign countries studied. 

The depreciation allowances permitted in foreign countries are considerably 
more flexible than those available to American-flag fleets, and many provisions 
have the effect of granting accelerated depreciation, an advantage not presently 
available to American companies. Some of these provisions are noted briefly 
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below: 

France and the Netherlands permit the revalorization of assets as described 
earlier herein. 

Norway and Sweden permit the taxpayer to write off in the year of acquisition, 
or to amortize “overprice,” the amount of which actual cost exceeds cost con- 
sidered to be “normal.” 

France and Sweden permit as a deduction any depreciation which is booked 
Sweden also permits the taxpayer to utilize in a future vear any depreciation 
which has not benefited the company from a tax standpoint. 

The United Kingdom permits the taxpayer to write off 40 percent of the cost 
of a vessel, plus normal depreciation in the year of acquisition and to carry 
forward without time limit any depreciation which exceeds the profit for the year. 
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The Netherlands permit a special depreciation allowance equal to 334% per- 
cent of the cost of fixed assets acquired or contracted for between December 31, 
1949, and January 1, 1953. 





IXHIBIT C 
ReEvORT OF THE PRESIDENT’s ApvISORY COMMITTEE ON THE MERCHANT MARINE 
C. SUMMARY OF RECOMMENDATIONS 


In submitting these recommendations the committee has been guided by the 
belief that national security and the support of this country’s position among 
the leading nations of the world are of themselves sufficient justification for 
active Government fostering of merchant shipping. The cost, though higher 
than prewar, will, nevertheless, be modest by comparison with other forms of 
Government aid now being provided. 

Historically since 1865 and up to the 19386 act, American commercial fleets 
have operated under difficulties which at times virtually removed the American 
flag from the seas. Programs of Government assistance have been initiated and 
tried at intervals, but all of them have failed to accomplish the objective of 
maintaining an adequate merchant marine. 

The recommendations of this report seek to provide means of avoiding further 
repetitions of these periodic breakdowus. The fact that this Nation poured 
more than 2% billions into building merchant ships in World War I, and a 
total of 12 billions for the same purpose in World War II, should be evidence 
enough that the country cannot abandon shipbuilding or ship operation in time 
of peace. Shipbuilding skills and the know-how of ship operation are essential 
national assets and must be preserved. 

The recommendations of the committee are discussed in greater detail in sub- 
sequent parts of this report. For convenience they are summarized briefly as 
follows: 

(1) Reorganization of the Maritime Commission.—A prerequisite to the re- 
establishment and maintenance of effective shipping and shipbuilding industries, 
which require some degree of governmental regulation and a measure of govern- 
mental aid, is vigorous administration of the functions now entrusted to the 
Maritime Commission. 

This committee is convinced that there is no assurance of such administration 
under the existing statutory structure of the Commission. As long as the great 
variety and volume of activities now carried by that agency continue to demand 
attention and occupy the time of the Commission, it is unlikely that ship oper- 
ators can obtain the prompt decisive action required by the industry. 

It is strongly and primarily recommended, therefore, that the Maritime Com- 
mission be reorganized into— 

(a) A Maritime Administration under a single Administrator, who, in time of 
peace, should report to the Secretary of Commerce and who should be charged 
with the executive and operative functions presently assigned to the Maritime 
Commission; and 

(b) A Maritime Board composed of the five commissioners set up in the 1936 
act in whom would be vested the quasi-legislative and the quasi-judicial functions 
for which the Muritime Commission is now responsible. 

This arrangement would provide for the prompt discharge of the operating 
functions presently assigned to the Commission by placing them under the direc- 
tion of a single executive capable of managing efliciently the several service 
bureaus and divisions of the present agency. These activities would be physically 
divorced from the Commission. The executive assigned to direct the Administra- 
tion should rank as an Under Secretary in the Department and should have 
access to the President and Cabinet through the Secretary of Commerce so as 
to keep maritime activities in working relationship with other Government 
departments whose interests are affected by or bear upon shipping and ship- 
building programs. 

The duties of the Maritime Administrator would require that his office be, in 
fact, the liaison of the shipping industry with the various governmental agencies, 
almost all of which have responsibilities or authority which bear in some measure 
upon shipping. 

Removal of the operating functions from the Commission should permit that 
body as reconstituted to concentrate its energies and attention on the policy- 
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making responsibilities in the quasi-legislative and quasi-judicial sphere normally 
assigned to a commission. 

It is the belief of the committee that this reorganization and separation of 
functions can be undertaken under the powers of the Reorganization Act of 
145 (Public Law 2638, 79th Cong.) but should it develop that these powers are 
insufficient, necessary legislation should be requested of Congress. ‘The com- 
mittee believes that effective administration of existing maritime laws will get 
to the very root of the present difficulties, and accordingly recommends that 
the reorganization outlined above be effected without delay. 

The situation created by section 201 (b) of the Merchant Marine Act of 1936, 
which provides in effect that no person who shall have been associated with the 
marine industry for 3 years prior to the date of his appointment may serve as 
a member of the Commission, requires action. The committee believes that the 
unusual restriction requiring disassociation for 3 years prior to appointment 
eliminates men who are, becuuse of their familiarity with the problem, especially 
well qualified to serve. Accordingly, as a further step toward securing effective 
administration, the committee recommends that disassociation be required only 
during the tenure of office. 

(2) Construction financing—-In support of its conclusion that the merchant 
iiarine should basically be privately owned and privately operated, the com- 
mittee finds it impracticable to defermnine or to recommend a long-term ship 
building program controlled or exclusively financed by the Government. The 
committee has found, however, a strong desire for new construction for specific 
services on the part of a number of established operating companies which are 
Willing to invest capital, primarily that available in their reserve funds, in new 
ships. Uncertainty as to national maritime policy has been one of the important 
factors deterring investments in maritime ventures. The committee believes 
that given prospect of fair and reasonable remuneration and assurance of con 
sistency of Government policy, new private capital can be brought into this 
field of enterprise. 

Plans are immediately available for two classes of moderately large passenger 
carrying vessels which are urgently needed and for which private operating 
companies are prepared to enter into purchase contracts. The only obstacle to 
concluding such contracts so far as the committee can learn is the question of 
net cost to the operator: i. e. the difference between shipbuilders’ contract price 
and the sum of the construction-diiferential subsidy and the cost of national! 
defense features. 

The 1986 act provides for a precise and theoretical determination of the 
amount of the construction-differential subsidy. The committee finds that the 
uncertainty of industrial conditions, both at home and abroad, prevents a 
satisfactory determination of this differential. There are further complications 
in the added cost of American standards for safety of life at sea and for crew’s 
accommodations. The pressing national security needs for ships and ship 
building, lead the Committee to recommend, in view of these practical difficulties 
and factors, that during the next 3% vears, at least, shipbuilding contracts be 
placed at the maximum construction-differential subsidy of 50 percent per 
mitted by the 1936 act and which was used under congressional approval during 
the recent war period. 

(3) Building program.—The estimated mobilization requirements of the Na- 
tional Military Establishment for troop transports together with our great de 
ficiency in passenger-carrying ships for peacetime service, indicate a program 
of ship construction of about 46 passenger-carrying vessels over the next 4 years, 
and the inception of a freighter and tanker program. There is a commercial 
need for these vessels and, for the most part, the operating companies covering 
the routes involved have expressed a willingness and a desire to invest capital 
in them. There are some services where initially at least the new vessels 
can, on present information, be put into operation only on a Government-owned 
charter basis. It is of the utmost importance that initiation of actual construe- 
tion be expedited. The ships contemplated will all be of extreme value in a 
national emergency. They should in each case be subject to approval by the 
armed services for suitability for mobilization. Their design, however, should 
be and in some cases already has been based primarily on the needs of their 
prospective peacetime employment. 

The Maritime Commission has prepared and submitted to the committee a 
study of prospective requirements for passenger-carrying vessels on the various 
foreign-trade routes and in certain domestie services. In its meetings with the 
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representatives of the industry, the committee has found general substantia- 
tion of the need for the services proposed by the Maritime Commission. It has, 
on the other hand, in many cases, found a more conservative opinion on the part 
of the operating companies as to the characteristics for vessels best suited to 
these services. In the furtherance of the policy of private ownership and private 
operation of the merchant marine, the committee believes that consistent with 
national security considerations preference should be given to the opinions 
and desires of the operating companies as to the designs to be provided. The 
prospective owner's interests and requirements in new vessels should likewise 
be guarded in the contract, in development of the working plans, and in the 
inspection during actual construction and outfitting. 

It is recognized that in the Supplemental Appropriations Act for 1948 (Public 
Law 299, SOth Cong.) and in the Independent Offices Appropriation Act for 1948, 
the Congress has withdrawn from the control of the Maritime Commission and 
put into the Treasury as “Miscellaneous receipts” all of the former construction 
revolving fund, save moneys required for limited 1948 expenditures and obliga- 
tions. This has had the effect of putting the Maritime Commission on an annual 
appropriation and annual contract-authority basis. It prevents setting up a 
continuing ship-construction program that has its origin in the needs and desires 
of commercial shipping companies since it precludes the flexibility necessary to 
meet possible changes in the demand for vessels by number and types and since 
it makes no allowance for the long periods of study and research required to 
prepare designs of large ships. 

It is recommended either that revolving fund in limited amount be restored, 
or a separate shipbuilding authorization with suitable contract authority be 
established, The former scheme, that set up in the 1936 act, has the merit 
of great flexibility and, therefore, appears preferable. 

Testimony of operating companies and the Maritime Commission indicated 
that there is an urgent need for passenger-carrying ships listed on the routes 
specified below, and that under proper conditions the operators are interested 
in undertaking their construction. Both trade requirements and national de- 
fense considerations indicate that this construction, with such variations in 
detail as conditions will develop, should start at once and be expedited diligently. 
Since it will take time to complete all the designs and place the contracts, this 
building would automatically be spaced over several years in a sequence resem- 
bling that indicated in the table below. 

The limited appropriation available for fiscal vears 1947 and 1248 (899,000,000 
of which 815,000,000 is allocated for betterment of existing ships) compels 
a modest start. Contract authority and funds required for the following years 
should be made available promptly, so that continuous construction at about 
the rate indicated may become possible. 
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Program for construction of passenger-carrying vessels 


. Approxi- 
Number | 4Pproximate mate 
of ships ay wana passengers 
; per vessel 
For fiscal 1948: Route or service: 
New York to Mediterranean 3 21, 000 675 
Round the world h 13, 500 180 
Total, 1948 8 
For fiseal 1949; 
New York to Channel ports 1 AO, 000 2.000 
New York to east coast South America 2 Is-20, 000 HOO 
Gulf coast to east coast South America 1 12, 000 230 
East coast United States to South Afries » 8 OW) uM) 
Seattle to Alaska 2 6, 000 300 
Pacific coastwise (Los Angeles to San Francisco 2 Is, OOD 0) 
Total, 1949 10 
For fiscal 1950 
New York, Boston to London. _. { 10. 000 1 
New York to Baltie ports 2 13.000 1) 
West coast to Pacific 2 18-20), 000 Hoo 
New York to Puerto Rico 2 7. OO 30 
Atlantic coust wise } 18, 000 net) 
Total, 195) 13 
For fiseal 1951 
New York to Channel ports 1 4), 000 2. 000 
New York to Hamburg, Bremen 1 24, OOO 1, 000 
New York to east coast South America | 18-20, 000 600 
West coast to Orient 2 22, 000 SOO 
Seattle to Alaska 2 6, 000 300 
Pacifie islands 2 4, O00 20) 
East coast to West Indies and Gulf 4 6. 000 300 
East coast to Caribbean 2 9, 000 350 
Total, 1951 l 
Grand total, 1948-51 ih 41) 


This schedule of ship construction is advocated not as a rigid requirement, 
but rather as what the committee believes to be a realistic estimate of the first 
steps toward putting the merchant marine and shipbuilding industry on a sound 
continuing basis. It is necessary that these steps lead in subsequent years to 
the development of an annual replacement program of cargo, passenger-carrying 
and tanker tonnage. This would give some assurance that the Nation’s merchant 
fleet is maintained at a level of effectiveness commensurate with security require- 
ments and at a degree of efliciency that should help to minimize the economic 
handicaps imposed by our higher costs of operation. 

The passenger capacity represented by this program in ships to be completed 
by 1953 is less than 40 percent of the total passenger traffic which the Department 
of Commerce estimates will be traveling overseas by water in 1950. Its total 
approximate cost, based on the Maritime Commission’s estimates at present 
price levels, would range between $500,000,000 and S600,000,000, or average about 
$150,000,000 a year. A considerable part of this initial outlay should be recovered 
through the sale of the ships to private operating companies. 

The building of two express-type passenger-carrying ships for the New York 
to channel-port service will help to restore the heavy war losses in trans-Atlantic 
express passenger tonnage and will provide a type of vessel particularly useful 
in time of emergency. The committee also considers it important that the re- 
establishment of satisfactory service under the United States flag from the 
*acific coast to Australia be expedited. 

In addition to the passenger ships enumerated in the foregoing table, it appears 
to the committee that national security considerations require that this program 
be supplemented by the building of a number of prototype high-speed dry cargo 
and tanker vessels, the construction costs of which are not included in the approxi- 
mate figures given above. 
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(4) Depreciation and reserve funds—The committee has considered the dis- 
parity in treatment regarding depreciation and the accumulation of reserve funds 
as between the lines holding operating-differential subsidy contracts in foreig 
trade on the one hand and the foreign-trade lines running without operating 
subsidy on the other. Recommendations for liberalized depreciation allowances 
have been made to the committee. The committee thinks that a more satisfactory 
course in accord with the national policy to foster shipping would result from 
extending to the unsubsidized companies in foreign trade the privilege of the 
provisions of section 607 of the 1936 act as to the capital reserve fund and the 
special reserve fund now applicable only to subsidized lines. 

(5) New Ships for domestic services.—Domestie carriers of general cargo and 
passengers are not replacing the tonnage they lost in the war. Much of this was 
in ships acquired after World War I at very low prices and when taken over 
by the Government for use in World War II, netted the operators sums hope- 
lessly insufficient to replace the ships at present prices. 

Under existing rate structures and operating conditions new capital is not going 
into this shipping. There is small inducement for commercial conipanies to come 
forward to build new ships or to improve terminal and cargo-handling facilities 
whereby efliciency could be increased and operating costs reduced. 

The committee’s recommendations for improving the situation in domestic 
shipping are outlined below in the order of importance which the committee 
attaches to them: 

(a) Early settlement should be effected of the petition made to the Interstate 
Commerce Commission by the water carriers in the coastwise and intercoastal 
services. The committee urges a rapid resolution of the problem as being of the 
utmost significance. In the balance rests the return to operation of a large 
number of ships. From the point of view of national security, the value of such 
shipping in successful operation and the potential release of a demand for addi- 
tional shipbuilding are very important. 

(6) Ocean shipping has lagged in the application of the new techniques and 
methods of handling materials developed during the last 10 to 15 vears. The 
great percentage of dry cargo is still handled into and out of holds of vessels 
with cargo booms and winches, in a method which has experienced little im- 
provement except in the winches themselves in the last hundred years. This 
procedure involves many handlings of individual items of freight. It is slow 
and expensive. 

Although cargo-handling cost is an important factor in all shipping, its impact 
on certain domestic trade, because of relatively short hauls and because of com 
petition with land transportation systems, is particularly severe. According to 
the study made by the Graduate School of Business Administration, Harvard 
University,’ cargo-handling costs in domestic shipping in prewar vears averaged 
41 percent of the cost of transporting general cargo by water. Representatives 
of the industry indicate that this portion of the total cost has now increased to 
approximately 50 pereent, 

Reduction in handling costs can come through the application of suitable 
mechanized systems for moving cargo into and out of ships, through the moderni- 
zation and improvement of port and terminal facilities and through the develop 
ment of ships of specialized type where their utility for the service in view is 
indicated. 

In view of the wide application and importance of improved cargo-handling 
procedures and facilities in the national eeonomy and in the development of 
American-flag shipping, the committee recommends that the Government sponsor 
a concerted cooperative effort by shipping companies, shippers, ship designers, 
mnaritime labor, port authorities, and interested Governmental departments to 
ward the reduction of cargo-handling costs. 

(c) To facilitate the early establishment of such domestic service as may be 
carried in existing types of war-built ships, it is recommended that a limited 
number (approximately 250 appears reasonable) of the surplus Liberty- and 
Victory-type ships and of the smaller types (those of less than 6,000 dead-weight 
tons) remaining in Government ownership after the expiration of the sales pro- 
visions of the Ship Sales Act of 1946, be offered for sale until January 1, 1949, 
on a competitive-bid basis. A condition of each such sale should be that these 
vessels be operated exclusively in domestic trade. Adjustment of prices of prior 
siles of ships seld under the Ship Sales Act of 1946 and designated for oper- 


3'The use and disposition of ships and shipyards at the end of World War II, dated June 
1945. 
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ation exclusively in domestic trade should then be made on the basis of the 
average price realized on vessels of the type sold on competitive bids. Since 
usable ships were taken from the operators at prices completely inadequate to 
enable the purchase of replacements, the committee recommends extraordinary 
financial cooperation on the part of the Government with such companies to re- 
store to them vessels fitting the service in which they are to be employed. 

(d) The committee has recommended, in the building program proposed earlier 
in this report, certain passenger-carrying tonnage to support the development of 
the territories of Alaska and Puerto Rico and of the Pacific Islands. The econ- 
omies of these areas, on the basis of information furnished to the comunittee, 
will not support a rate structure adequate to be remunerative on a capital in 
vestment necessary to cover the full courrent costs of suitable new vessels built 
in the United States. The Government’s obligation to the Territories, and its 
requirements for vessels concerned for national-security purposes dictate, there- 
fore, that their construction be financed initially by Government funds, and that 
they be placed under private operation on a negotiated basis, at a price which 
offers reasonable prospects of commercial success. 

(6) Operating personnel._—The committee has not attempted to study in de- 
tail questions involving operating personnel in the shipping industry. Certain 
broad aspects in this field have come up in the committee hearings and appear 
of suflicient importance to the American merchant marine to justify serious 
consideration and study. 

(a) Ways must be found to assure efficiency, continuity, and reliability of 
service. Unless regular service at reasonable rates can be maintained, business 
will inevitably shift to more reliable agencies; i. e., to foreign-flag tonnage in 
overseas trade and to railroads and truck lines in domestic trade. 

(4) The Maritime Commission’s training program should be continued for 
licensed and unlicensed personnel. The importance of well-trained and com- 
petent officers and crews in our merchant fleet is self-evident. In the operation 
of passenger-carrying vessels, the matter of personal service is of particular 
importance. The traveling public must find in American ships the same high 
standard of courteous and considerate trentment that is offered by foreign-flag 
services. Only in this manner can American ships hope to win and retain full 
passenger patronage. The committee understands that the Maritime Commis- 
sion's training program has contributed significantly to this end. 

(¢c) To provide for the well-being and assistance of American seamen in for- 
eign ports, service similar to that now being furnished by the United Seamen's 
Service, Inc., should be continued under the joint sponsorship of ship-operating 
companies and of maritime employees. The value of such service has long been 
recognized by other maritime nations who have provided in foreign ports similar 
facilities for their nationals. Dy furnishing clean, decent meeting places ashore 
where suitable lodging and recreation may be obtained at reasonable prices and 
where financial assistance can be obtained in emergencies, the United Seamen’s 
Service, Inc., has won general approbation. 

(7) Distribution of ship construction._-\t is implicit in a program that aims 
to encourage a vigorous shipbuilding industry that the relatively small volume 
of tonnage to be built in the near future not be concentrated in one or two yards, 
Not only prices bid but the current work load, the availability of facilities, 
geographic location, and other conditions will have to be taken into account in 
determining suitable distribution. 

In prosecution of such a program, it is important that the competitive character 
pomepg any snceie ln: yang: yeleigh rece agin pane ne yoo hegueahegelh+ a alysaerelea be 
costs, be preserved, and no guaranty of survival can be or should be extended 
to any yard. 

The building program contemplated will include groups of ships of the same 
design. Provision for the distribution of such a group to several yards is con 
tained in section 502 (f) of the Merchant Marine Act of 1936, without penalty to 
the shipping company purchasing the ships, since the excess cost of building 
ships separately is paid by the Government as a national-defense measure. 

In administering this provision, the unit-sales price to the operating line should 
be determined on the basis of the low responsible bid for construction of the 
largest practicable number of the entire class in a single yard, rather than arbi 
trary smaller divisions of the class. 

The committee further recommends that in order to minimize the violent 
fluctuations in the level of activity which have heretofore characterized the 
shipbuilding industry, the naval and merchant-marine building requirements be 
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coordinated, and to the maximum extent practicable building contracts be spaced 
with respect to time so as to achieve a reasonably constant workload in the 
design, erection, and outfitting departments of the various shipyards. 

(S) Progressive replacement of war-built tonnage.—The fact that a very large 
percentage of the dry-cargo and tanker tonnage in the American merchant marine 
today consists of ships built during World War II and that these ships are, there- 
fore, of substantially the same age, is a matter of concern in any long-range 
program for this country. These ships will depreciate as a block, due to obso- 
lescence and deterioration. A similar situation obtained after World War I. 
In the late thirties, the American cargo fleet, built during and just after that war, 
was rapidly being displaced in the trade routes by more modern and more effi- 
cient foreign-built tonnage. Corrective measures to avoid a repetition of this 
situation must be planned now to assure that the merchant fleet shall continue 
to include a proper proportion of modern efficient vessels. This is important 
from the viewpoint both of the economics of competitive commercial operations 
and of national security. 

Avoidance of block obsolescence can be accomplished most effectively by 
establishing a relatively uniform, progressive replacement program. Such a 
program will also serve best to assure maintenance of the nucleus of specialized 
knowledge and skills in the shipbuilding industry. 

The early construction of new cargo tonnage, except for Government account, 
can be expected only if there arises commercial justification for increasing the 
size of the active merchant fleet above its prospective level, or if ship operators 
can be induced to replace their existing tonnage with new ships. Since any 
considerable increase in the size of the prospective privately owned American 
merchant fleet is not assured, the construction of new cargo tonnage will hinge 
largely upon the replacement of existing vessels; and the problem becomes 
that of making it economically advantageous for operators to do so. It may be 
protitable to down-grade some of the better ships to be replaced from more 
competitive to less competitive American-flag services; but the less effective 
ships will require disposal. These ships can (a) be turned in for credit on new 
tonnage and be placed in the reserve fleet, (>) be sold foreign, or (¢) be sold for 
scrap. To promote the building of new cargo tonnage, governmental policy should 
foster whichever one of these courses appears best suited to the individual case. 
To this end, amendments to the 1936 act appear desirable and are recommended 
aus follows: 

(a) Section 503 of the 1936 act should be amended to permit approval to sell 
foreign vessels built with a construction-differential subsidy when all indebted- 
ness to the United States on account of such vessels has been discharged, even 
though the vessels may be less than 20 years old, provided it is determined (1) 
that the vessels are not essential for national-security purposes, and (2) that the 
proceeds of such sale are applied to the construction of new vessels. 

(6) Section 510 should be amended to reduce the minimum age limit at which 
vessels may be classed as “obsolete vessels” by the Commission for purposes of 
exchange for an allowance of credit on the construction of hew tonnage from 17 
years, as now provided in the act, to 12 years. Since this is a temporary pro- 
vision to permit the early starting of replacement of some war-built tonnage, it 
is recommended that the amendment be made applicable only for a period of 
about 9 years following enactment, or until July 1, 1957. By the time limit pro- 
posed, vessels built postwar will be placed outside of the provisions of this 
recommendation. 

To encourage the exchange of obsolete vessels for allowances of credit for the 
construction or purchase of new vessels, the Administration must follow a realis- 
tic view in the interpretation of section 510 (d) of the 1936 act in determining 
the fair and reasonable value of the obsolete vessel turned in for exchange. 

It should be noted that in the case of vessels less than 17 years old turned 
in for credit on replacement tonnage, the value of such vessels to the Nation is 
not lost since they may be held in the reserve fleet for mobilization service. 

(9) Security for purchase price——The committee understands that shipping 
companies otherwise interested in purchasing large, fast, passenger-carrying 
vessels, specially designed for a particular route, are reluctant to do so unless 
their purchase liability is limited to the security value of the vessel, in the event 
the vessel, for reasons beyond the company’s control, cannot be operated on the 
route for which it was designed. 

The committee believes there is considerable merit in this position because 
successful operation of such vessels is, in large measure, dependent upon stable 
economie and political conditions in the area served by the vessel. 
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Consequently because of the peculiar value of this type of vessel from a se- 
curity standpoint, and in view of the desirability of having private industry 
participate in its construction and operation, the committee recommends that 
the Government waive its right to sue for a deficiency judgment for the purchase 
price, in the event that cause of default by the purchaser is due solely to the 
closing of the route which the vessel was designed to serve, and that the vessel 
is not adaptable to another commercial route. 

The committee believes the Government is empowered to grant this type of 
waiver under the general objectives of section 101 as well as the express pro- 
visions of section 212 of the Merchant Marine Act of 1936 which directs the 
Commission “* * * to cooperate with vessel owners in devising means by 
which * * * there may be constructed by or with the aid of the United 
States expressliner or superliner vessels * * * especially with a view to their 
use in national emergency’; but if there is any doubt regarding this matter, 
express legislative authority should be requested. 

(10) NSea-air transportation.—Opinions of ship operators vary as to what 
immediate and long-range effects air competition may have on overseas surface- 
passenger travel. During the course of its deliberations, representations have 
been made to the committee that air transportation is both a desirable adjunct 
to and a serious competitor to commercial water transportation. 

Some experienced ship operators in overseas trade desire to operate airlines 
subsidiary to or complementary to their shipping service, in the belief that co- 
ordinated air-water transportation would better enable them to develop and 
maintain both their freight and passenger business. As regards competition, cer- 
tain representations made to the committee raise the question whether present 
subsidy practices in some cases permit one important carrier system to benefit 
unduly from Government aid to the detriment of another important carrier 
system. 

This committee is not constituted nor equipped to make any findings with 
respect to the above representations and has made no independent study of the 
facts. On the basis of the testimony it has heard, however, the committee rec- 
ommends that a thorough study be made to determine (1) whether air-mail con- 
tract payments are or are not being used unfairly to depress rates below reason 
ably compensatory levels for the airlines carrying passengers in competition 
with steamship companies; and (2) whether the development of both air- and 
water-transportation services so essential to national defense would be furthered 
or retarded by permitting coordinated operations. 


Ex Hipir Il) 


TECHNICAL MEMORANDUM OF INDUSTRIAL UNION OF MARINE AND SHIPBUILDING 
WorkKERS oF AMERICA (CIO) 


On July 11, 1949, the Comptroller General of the United States tranomitted to 
the Congress a special report concerning certain agreements entered into by che 
United States Maritime Commission, pursuant to which the Government granted 
ship-construction subsidies and assume] the cost of national-defense features on 
passenger vessels built for sale to private owners, under tithe V of the Merchant 
Marine Act of 1986, as amended, 

The special report of the Comptroller General related to the construction of 
six vessels at a cost to the Maritime Commission of approximately $150,000,000, 
and the sale of these vessels to private ship operators for approximately $70,000,- 
000. It contained serious charges of maladministration and excessive expendi- 
tures of publie funds, alleging “irregular procedures, inaccurate calculations, 
and unjustifiably liberal interpretations of statutory language * * *" on 
the part of the Maritime Conimission. 

It is not the intent of the union to discuss the allegations of the Comptroller 
General concerning “irregular procedures, * * * and unjustifiable inter 
pretations of statutory language, * * *, nor, does the union desire to enter 
into a discussion of whether or not these particular calculations of the Mari- 
time Commission were inaccurate or misapplied, Tlowever, the union does wish 
to set forth the technical difficulties involved in obtaining accuracy, statistical 
as well as mathematical, while computing the construction-differential subsidy, or 
the foreign or domestic cost of any vessel, 

The cost of constructing any custom-built object is statistically difficult to 
calculate, unless component costs can be accurately determined, This is true of a 
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custom-built locomotive. It is true of large turbines; paper-uaking machinery ; 
the cost of constructing factories; the cost of retooling; and the cost of any 
machinery built to specific order. It is just as true of building ships. 

Calculation of cost is not difficult in a mass-production operation. If the 
design of a half-inch nickel-plated safety pin should ever be changed, the cost 
of such change can be estimated to one one-thousandth of a cent per pin. The 
reason for this is simple: The exact labor cost per pin has been computed over 
a period of some 50 years. The exact material cost per pin has also been com- 
puted. The exact overhead cost per pin has been studied. The exact machinery 
cost per pin is very well known. All these costs in the manufacture of half-inch 
nickel-plated safety pins have been studied by statisticians and industrial en- 
gineers, as part of productivity analysis, over a long period of time. This is 
true of most mass-production industries. However, where a product changes 
radically from object to object manufactured, it has been extremely difficult, 
if not impossible, to estimate with any degree of accuracy the cost incidental 
to any single component part of the object manufactured. 

For the same reason it has been impossible to calculate productivity per vessel, 
as between one type of vessel and another. If one cannot calculate productivity, 
there can be no estimate made, other than a rough guess, of labor cost when a 
vessel type has been changed. The estimations of productivity and the studies 
which have been made by the Bureau of Labor Statistics during the war were 
extremely generalized analyses, acknowledged as such by the Bureau, of what 
happened to man-hours on mass-produced vessels. The calculations used for 
the wartime studies were not applicable to ship construction in peacetime, be- 
cause no prediction could be made of man-hours necessary for a paricular 
operation. The only estimate which could be given was of man-hours per light 
displacement ton per vessel by type. 

As early as 144, the research director of this union read a paper at a pro- 
ductivity conference, sponsored by the Bureau of Labor Statistics, on the neces- 
sity of determining the least common denominators of production for custom- 
construction industries. Until these are known with some degree of accuracy 
(such as the man-hour requirement per foot of weld, by kind of metal welded 
and by weldment: the man-hour requirement per 100 rivets, by structure riveted ; 
the man-hour requirement per manhole cover, by type of installation: the 
man-hour requirement by foot of pipe installed or foot of wire installed, by place 
of installation; even the man-hour requirement for hull erection by size and 
type of vessel; or the man-hour requirement for engine installation by size and 
type of vessel), no accurate computation can statistically be made of the man- 
hour requirement for various types of vessels, nor—and most important—can 
any computation be made from the figures obtained incidental to the construc- 
tion of one type of vessel which could then be applied to the construction of 
another. In other words, if two ships are built of the same exterior design 
with different interior fittings the man-hour requirement for ship A cannot be 
used as a basis for the calculation of man-hour requirements for vessel B. 
If two ships today were built in the same shipyard, differing in light displace- 
ment tonnage by only 1,000 tons, or differing only in types of machinery power, 
or differing only in design of superstructure, no evidence of man-hour require- 
ments on the first vessel can be accurately used to compute probable man-hour 
requirements on the second. 

When we discuss this problem of accuracy, We are not talking from the view 
point of bidding for a contract. We know, and we have seen, many instances 
where computations of bids by shipyards have used previous estimates on man- 
hour requirements for specific operations on various types of vessels. However, 
this does not mean that these estimates are used with any degree of accuracy 
or statistical reliability. For lack of anything better, the shipyards used them. 
A Government agency cannot afford to use this type of estimate or this kind 
of estimating. It may be sufficiently accurate for bidding purposes, with all 
due allowance for profit, but it cannot be sufficently accurate for determination 
of a construction differential subsidy. 

The Maritime Commission has, for lack of any better method and for lack of 
information which is statistically reliable, been forced to use the shipyard 
technique. For example, one of the estimates used in the calculations censured 
by the Comptroller General’was based upon the cost of the Caronia, a British 
ship, as a comparable base for computation of cost of the new vessel being built 
by Newport News for the United States Lines. The Caronia is a completely dif- 
ferent type of vessel from that presently being built for the United States Lines. 
Its size differs; its accommodations differ; its safety regulations differ; and its 
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defense requirements differ. There is no body of information presently available 
which can enable the Maritime Commission to form, from any knowledge of the 
cost of the Caronia, an estimate of the probable cost of the vessel being built in 
Newport News, with any degree of accuracy whatsvever. No statistical allow- 
ances, no allowances for differing materials, no calculation of probable error, 
can overcome the fact that the basic calculations of cost, because of lack of ade- 
quate man-hour infermation per operation, are presently inaccurate, unreliable, 
and misinformative. 

This is not the Maritime Commission's fault: it is not the engineers’ and 
technicians’ fault; and it is not the cost accountants’ fault. It is simply the tact 
that no one has yet been able to determine man-hour requirements per Component 
of construction. We do not have the information. 

The research director of this union has conferred with the Productivity and 
Technological Division of the Bureau of Labor Statistics on this question of 
determining man-hour requirements per component of construction. We have 
been conferring for over 5 years. We are hopeful that sometime, someday, given 
the money and given what information we can get, a technique might be developed 
which, over a period of years, could be sufficiently refined to b> applied in calecla- 
tions and estimations of future cost. It is not a project which can be completed 
overnight. It will take years to assemble the information and to refine it to the 
point Where a forminula can be seen and developed, which will accurately retleet 
changes in cost due to changes in tonnage, desivn, materials, and changes in 
methods of production. 

When one considers that the building of a ship is the same as the building of a 
complete city within four walls, with the added requirement that the ship must 
be able to sail the seas, we can begin to understand why it is technically so diffi- 
cult to compute any indication of man-hour requirements which can be meaning- 
ful and useful. The problem is a million times more difficult than the case of the 
nalf-inch nickel-plated safety pin. For example, let us take the simplest prob 
lem: How can one méasure the man-hours required to weld 1 foot of steel in a 
specified position and relate that measure to the man-hours required to weld the 
same foot of steel in another position, using the same steel and the same weld- 
ment? Now take your problem, if you have solved it, and change your steel, 
Then you have to, in order to solve the problem, Change the weldment, and one 
gets a series of four equations to be solved in relation to each other, or a quad- 
ruple correlation and not simply one correlation, This means that, until we have 
solved this simple basic technique, there is no possibility of determining what 
happens to man-hour requirements from one vessel to another when hull design 
is changed, or what happens when one hull is heavier than another, or is made 
of a different type of metal, or is welded by a different type of metal. What hap- 
pens to man-hour requirements when a barge is launched sideways, and not in the 
regulation manner? To calculate this little thing, one would probably have to 
make 50 simultaneous correlations, and relate them to each other. 

In the last analysis, calculation of the construction-differential subsidy with 
any degree of accuracy or statistical reliability is not a question of cost account- 
ing. It is still a problem in the laps of the technicians, because no country, in- 
cluding our own, has solved the question of measuring component man-hour 
requirements. One cannot blame the Maritime Commission for the methods it 
has been forced to use. Given the same dearth of information, lack of available 
technical knowledge, and of technicians in the field, anybody wonld be forced to 
mike the same type of mistake. No calculation of construction-differential 
subsidy can ever satisfy a technician until the problem of measurement of re- 
quirements for construction has been solved. 

Mr. Bonner. Any questions, Mr. Garmatz ? 

Mr. Garmatz. No questions. 

Mr. Bonner. Mr. Weichel? 

Mr. Wercuer. A similar bill to this passed the House in 1948 and 
went over to the Senate. Was it your union, the shipbuilders (CIO), 
that objected to the passage at that time, in the Senate—a man by 
the name of Green or somebody ? 

Mr. Groean. Yes, Mr. John Green. I believe we were one of the 
unions, sir, who objected to that bill because, if I remember correctly, 
that bill contained a tax-exemption provision, where this bill contains 
a tax-deferment provision. 
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Mr. Wetcuer. Was Mr. Green head of the shipbuilders’ union and 
the one that made the objection over in the Senate and did not make 
any here? Is he still the head or are you? 

Mr. Grogan. I am the new president. I was vice president at that 
time. 

Mr. Weicnet. There is a different policy then with the shipbuilders’ 
union than at that time. 

Mr. Grocanx. The same policy. As I stated, I think, the question 
of that bill, if I remember correctly, was there was a tax-exemption 
provision. 

Mr. Weicuen. There was no objection—— 

Mr. Grogan. We have our testimony of that time here. 

Mr. Weicuen. There was no objection in this committee then by 
Mr. Green until it got over to the Senate, and at that time there was a 
strike or something on. 

Mr. Grogan. Mr. Haddock reminds me that Mr. Green did not 
testify on the bill, Mr. Congressman, until it was changed later in the 
Senate. 

Mr. Wercnex. Mr. Green did not ? 

Mr. Grogan. To the best of our recollection. 

Mr. Wericne,. Now you think this is all right / 

Mr. Grogan. Yes, sir. 

Mr. Weicuer. That is all. 

Mr. Bonner. Mr. Shelley ? 

Mr. Sueviey. Mr. Chairman, I want to ask a question along the 
same line. I think it is Mr. Haddock I would like to ask it of, because 
yesterday afternoon and evening I got out the hearings before the 
House committee of some years back, and I notice in rereading Mr. 
Haddock’s testimony it amounted to opposition to the bill that was 
then before the committee and some very severe criticisms of features 
of the bill, 

For instance, one of the things you made quite some comment on, 
Mr. Haddock, was that you opposed a limited-liability feature of the 
bill before the Eighty-first Congress. What is your position on that 
now 4 

Mr. Happock. We favor the limited-liability features of the bill. 

Mr. Suretiry. Why did you change your position / 

Mr. Happock. Well, there are a number of reasons for it: Addi- 
tional discussions between the members of the committee have con- 
vinced them that our original position was incorrect, No. 1, because— 
well, we have a very clear example facing us at the present time which 
would induce them to change their minds—Const/tution and the /nde- 
pendence of the American Export Line, to passenger ships. It now 
appears that this company cannot operate those ships if they are to 
operate them at predetermined prices of the Maritime Commission. 

Now, if they are required to operate those vessels, it is quite likely 
it would mean that they would go out of business and not be able to 
continue their freight operations because of the financial burdens 
placed on them. 

The limited liability in the bill applied to passenger vessels of that 
type would apply only against the passenger-ship vessels and not 
against the rest of the companies’ business. In other words, it would 
permit a company to operate those parts of its company that it could 
and set nised those that it could not, if it ever reached that point. 
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In addition to that, we are convinced that the moneys that a com- 
pany would be required to pay down on the acquisition ofa passenger 
ship, plus the moneys it would cost them to put that ship into service, 
are of such a large amount that the company would do everything it 
could possibly do to assure the success of that operation, short of ruin- 
ing the rest of the company’s business, before it would lay it up. 

In addition to that, if the company got rid of the vessel and was 
in need of financial aid with regard to the rest of its company, it 
would be in a much better position than to go to the banks and borrow 
money to continue its other operations; where, if it had the liability 
of a large passenger ship, the large amount required, it would most 
likely not get the money froma bank. 

Those are the reasons why we have changed our position on limited 
liability. 

May I say, in addition to that, the section in this bill is a different 
section than existed in the original bill, in that it sets up limits as to 
what a passenger ship is, and the original bill did not. 

Mr. Suetiey. I notice also that you voiced very serious objection 
in your previous testimony to the trade-in provisions of the former 
bill. What is your position on that feature 4 

Mr. Happock. The trade-in provisions of the previous bill permit- 
ted the trade-in of vessels down to 12 years and did not set up criteria. 
The present bill permits trade-ins under section 510, which is the 
section which we argued that they should be permitted to trade in 
under in connection with the original bill, and it maintains the same 
criteria that now exists in 510, So, in that respect, this bill conforms 
to the testimony which we presented previously on the question. 

Mr. Suevciry. You have been here during these hearings: have von, 
Mr. Haddock ¢ 

Mr. Happock. Yes; I have. 

Mr. Suetiry. You probably heard some question raised by some of 
the members of the committee and attempts to reply to queries made 
by the committee members in regard to the tax provision of the bill. 

What is the specific attitude of your organization at this time on the 
tax provisions of the bill now before us? 

Mr. Happock. Well, the official position of the Congress of Indus- 
trial Organizations on subsidies is that it is basically opposed to hid- 
den subsidies. 

When we appeared on this bill originally, we were here appearing 
and carrying out that policy. 

In that respect I may state that the CIO’s position is the same as 
the Treasury's. They are opposed to hidden subsidies. But, unlike 
the Treasury Department, the CLO tries to give a practical application 
to its policies. 

Now, there were many things wrong with the tax features of the 
original bill and of the act. As a matter of fact, we opposed the tax 
features that are in the act today when the act was adopted in 1936. 

The bill and the present act gives tax exemption to subsidized com- 
panies. We were opposed to that. This bill does not give exemption ; 
it gives a deferment, and the deferment in such a way that those 
moneys must go into the business, going to the building up of the ship- 
ping business, the American merchant marine, Otherwise, the taxes 
must be paid. The taxes are not at any time lost to the Government 
under this bill as they are under the present act or under the previous 


bill. 
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That is the reason why we have changed our position on the bill. 

Well, there is another reason, too: Under the old bill and under the 
old act, a company could engage in speculation in ships, avoiding the 
regular tax rates such as are now applicable, and sell their ships and 
have the capital-gains rate apply. 

For example, capital gains is 25 percent. I do not know what the 
normal tax, surtax, and excess-profits tax amount to now, but I think 
in the neighborhood of around 60 percent. So that, under the act and 
the old bill, these companies could go out, buy a ship, turn around and 
sell that ship, and instead of paying a normal tax in effect pay the 
25-percent capital gains and engage in speculation in ships. 

This bill also corrects that situation. 

Now, in other words, just boiling it down, this bill corrects the very 
things we complained of in our original testimony on the measure. 
It now conforms to the principles we have advocated since before the 
adoption of the 1936 act. 

Mr. Suetiey. Were you here, Mr. Haddock, yesterday during the 
testimony of former Senator Ball ¢ 

Mr. Happock. Yes; I was. 

Mr. SuHettry. Do you remember there was quite some discussion 
back and forth between Mr. Ball and the committee members in regard 
to obligations of subsidized owners, and if S. 241 were passed and the 
tax-deferment features of the bill were extended to unsubsidized 
owners and assistance given to them not presently given them, then, 
whether or not they should have certain obligations imposed upon 
them. 

In going through your testimony in the old hearings of several 
years ago, I noticed that you went into quite some lengthy discussion 
of the obligations of subsidized owners.  [ would like to ask you your 
attitude, since you heard the discussion the other day and expressed 
yourself in no short length some years ago, as to the views of your 
organization at the present time. 

Mr. Happock. I think those obligations to the subsidized lines still 
accrue. Our position has not changed on them. We think they should 
acerie, 

On page 314 of those hearings, which took place May 31 to Jaly 7, 
in 1948. we set forth some of those obligations of the subsidized lines, 
and we stated that there is an obligation to maintain a certain trade 
route; there is an obligation to construct a specified number of vessels 
of types determined necessary for the trade by the Commission; and 
there is a close check on the line’s financial books and salary limita- 
tions; there is an obligation to pay minimum wages, to maintain 
minimum labor conditions, and to avoid foreign-flag connection. Ves- 
sels built with a construction subsidy are available to the Government 
in time of emergency at the depreciated book cost. 

Then we pointed out that unsubsidized lines could use tax moneys of 
its nonshipping subsidiaries to expand its shipping activities. We 
gave some examples. Oil companies and steel companies, for example, 
could take the profits which accrue to their nonshipping activities, such 
as making steel or selling oil, take those profits and put them in the 
capital-reserve funds and then get tax deferment on those funds. We 
felt that ought to be avoided. 

Then the subsidized line has a specific amendment to set aside 
certain of its earnings, to depreciate its vessels, and to continue its 
fleet. When they set those moneys aside, they are then available for 
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that purpose and have to be used for that purpose. But unsubsidized 
companies do not have that obligation. 

So, all of these obligations which run basically to the protection or 
to the building up, actually, of the American merchant marine are 
showing that these tax-deferred moneys—if this bill is passed they 
will be deferred only—that these tax deferred moneys can only accrue 
to the benefit of the merchant marine. The wnsubsidized companies 
would not be required to use them in that manner. They can set them 
aside for a period of 5 years, withdraw them, and pay taxes and go 
ahead about their business. 

Mr. Surtiry. May Task then, since we've had no opportunity to go 
through Mr. Grogan’s presentation submitted today, to explain some 
of the reasons you have given in answer to the questions for the differ- 
ence of position on the two bills? 

Mr. sasoda. I do not think the statement states that our position 
has changed; does it¢ It simply states what the position is today. 

Mr. Suevtey. I might ask you the question if your position is 
changed, but your position would be the bill has changed—the position 
has not changed, but this bill you support. Is that right? 

Mr. Happock. That is correct. 

Mr. Sueiiey. All right. 

Mr. Weicue.. May I ask one more question ¢ 

Mr. Bonner. Yes. 

Wr. Weicuet. Mr. Haddock. on page 313 you made this statement 
| reading} : 


We are opposed to the extension of tax advantages to the unsubsidized lines. 


Have you changed your position on that now?’ ‘That is in this 


bill. 

Mr. Bonner. What wasthat? I did not hear it ¢ 

Mr. Wricnen. On page 313 of the hearings in the Eightieth Con 
gress, the amendment of the Merchant Marine Act of 1936, Mr. Had- 
dock testified | reading | : 

We are opposed to the extension of tax advantages to the unsubsidized lines, 


Has the CIO changed their position now’ The bill does give it 
to unsubsidized lines. 

Mr. Happock. May I point out again that these tax advantages 
which would acerue to unsubsidized lines were without regard to 
obligations which subsidized lines have. Our position is still that, 
if unsubsidized lines are to get tax advantages, they must also accept 
the responsibilities. 

Mr. Weicuen. Well, the CLO Maritime Union and the shipbuilders’ 
union and everything else get more out of the subsidized. That is 
why you are opposed to the unsubsidized. In other words, the sub- 
sidized have an operating subsidy and they can pay more wages and 
all that sort of thing. Is ‘that the reason you are opposed to extending 
the same thing to the unsubsidized ? 

Mr. Happock. No, sir. The wages paid by unsubsidized lines are 
exactly the same as those paid by the subsidized lines. 

Mr. Weicne.. Yes. But everytime anything is raised for the sub- 
sidized, they get it by subsidy, any losses. So, it can go up and up and 
up. and it does not make any difference to the subsidized lines because 
they get the difference out of the Government. You make it easy. 
Are you still opposed to the unsubsidized people ? 
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Mr. Happock. We are not opposed to the unsubsidized people. Do 
not understand that. We think they have generally done a good job 
in the operation of ships, and we are ‘hopeful that they continue. But, 
frankly, I do not think that they can without subsidization, and that 
is, therefore, one of the big problems that is confronting this com- 
mittee, it seems to me. 

Mr. Wetcnev. Well, you opposed that in 1948. And for your in- 
formation, Mr. Green did testify and there was no objection to that 
billatall. It passed the House unanimously. And, if you remember, 
you and some more with Mr. Green went over to one of the Senators 
and stopped it coming out of the committee to be voted on. At that 
time there was a great strike of the CIO union going on, and the 
President and everybody else was taking a hand. Now, have you 
changed your position about all of this 4 

You do not have to answer if you do not want to. 

Mr. Hapnock. Well, I do want to answer. 

{ did not think Mr. Green testified here. I knew he testified in the 
Senate. I find out that he did. 

Mr. WeicueL. He came down here with a whole roomful of people, 
the heads of the union and everybody else, and since that time the 
members of the union have, many of them, said down here that Mr. 
Green sort of double-crossed them when he went over to the Senate. 

Mr. Happock. Mr. Green did not. IT want that strictly under- 
stood. 

Now, you have told me something this morning, Congressman, that 
I did not know. I did not know that Mr. Green and myself stopped 
the bill in the Senate. It was certainly not our intention to stop it. 

What we were seeking was to get the bill amended in a manner 
which in our opinion would foster the American merchant marine and 
protect it, instead of building up, for example, the type of thing I 
mentioned here. That is a new business, in buying and selling ships. 

We wanted a merchant marine that would do the ojb. 

Now I want to submit that the bill which vou have here now does 
that with one exception: it carries out everything which we are ad- 
vocating with one exception. That is to give unsubsidized lines who 
are going to get tax deferment some of the responsibilities that go 
with tax deferment. 

Now that basically is the situation. And if you will reeall, Presi- 
dent Green of the Shipyard Workers at that time emphasized the 
importance of construction differential subsidy to all vessels irrespec- 
tive of the trade, not just the subsidized. But that is a different situ- 
ation from the tax-deferment advantages and the operating differen- 
tial advantages, 

Now all of these advant: iges, Incidentally, are now available to the 
unsubsidized lines if they want to accept the responsibilities. 

Mr. Weicnuer. You cannot get in on what they call the “Twelve 
Apostles.” which is now 13. Everybody cannot get in on this subsi- 
dived business. You know that. 

Mr. Happock. No. They can get in on that subsidized business if 
they will meet the obligations which are imposed by the act. 

Mr. Wertcuev. Well, they will not give you a route, so how can you 
getinonit? They did not give you a route. 
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There has been testimony before this committee for years of groups 
that want to operate on specific routes, and they would not give them 
any subsidy. 

Mr. Happock. Well, if there is maladministration—— 

Mr. Wercnen. We only have 13 now, just 13. You have heard 
that testimony time and time again. 

Mr. Happock. I have heard it time and again. 

Mr. Weicnen. Mr. O'Connor, a former Member of the House, said 
to call it the “Twelve Apostles.” 

Mr. Happock. I have heard it in recent vears, sir. But I do not 
know there are applications now pending before the Commission, 
which most likely will be approved. 

Mr. Weicuen. Are they going to increase it up to 15 so that other 
people can get in on the subsidized / ¢ Are they going to increase it to 
15 or are they going to give the 75 ship companies operating under 
the American flag a chance to get in? 

Mr. Happock. Mr. Weichel, I frankly do not know what the Board 
is going to do. 

Mr. Weicret. Nobody else does. 

Mr. Happock. If I were a member of the Board I would grant 
construction subsidy differentials and operating subsidy differentials 
to any American steamship company that could meet the tests that 
are imposed by Congress under the law. That is what I would co, 

Mr. Weicnent. Well, they only have 13 since 1936, and the other 65 
or 70 are standing on the outside looking in. 

Mr. Happock. I think if vou would make an investigation you 
would find that the 65 or 70 have not made application. I am not 
trying to defend the old Commission or the Board either. They have 
done lots of things which we have told you we do not like in no un- 
certain terms. They are still doing things we do not like. 

For example, we sent a letter to the chairman of this committee. 1 
think, this month, dealing with a decision which they made, which in 
our opinion is one of the greatest blows against the American mer- 
chant marine that has taken place. But we are constantly doing 
that. 

But the basic question which you raised there is a question of 
administration. And thank goodness we have some Congressmen who 
raise it. I think the only way you can get good administration of this 
act is through eternal vigilance of the Congress. Now I have long 
advocated, and I should cert: uinly like one of these days to see it come 
to pass, that the Maritime Administr: ation, the top people, be required 
at periodic times to come before the chairman and the ranking mi- 
nority member of the three House and three Senate committees that 
are principally concerned with this act and make reports and have 
questions and discussions on the administration of it. And that is 
the only way vou will ever protect the administration of the act. 

Mr. Weicuesr. In the last 10 years there are around 75 ship-operat- 
ing companies in this country, Out of the 75 only 1 was allowed 
to get in on this subsidy business. There have been several who 
made application and appeared before this committee and testified 
in the same hearings where you testified several years ago, saying 
how they persistently made application and were turned down. So 
it does not work like you say at all. 
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Mr. Happvock. Well, let me just give you an example. 

Mr. Weitcuen. They made “Thirteen Apostles.” That is all they 
have done. 

Mr. Happock. For example, I know that the National Maritime 
Union has contracts with over 130 American steamship companies. | 
lo not know how many there are, but I could certainly get those 
figures to you. 

One steamship company, whose name I should not like to mention, 
was struck on two different intervals by the CIO maritime unions 
to try to force them to operate under the American flag. They sub- 
sequently made application to the Commission for a construction 
operating subsidy. That laid in the pigeonholes down at the Mari- 
time Commission for over a year before they even got around to it. 
When they did get around to it, they wrote back to the operator and 
said, “Your application has not met some of the criteria. You have 
not given us some of the information which we require, Will you 
please furnish us the information?” 

This was over a year after the company made its application. 

Well, the company said, “The heck with you, we will continue to 
operate under foreign flag’”—despite all of the efforts we had gone 
to to try to get them under the American flag. 

Mr. Weicuen. Then it is not so easy to get in under this 13, is 
it? 

Mr. Happock. Well, I am simply pointing out what I consider 
maladministration of the act. Ido not think it is easy to do anything 
when you have a commission or a board which is either doing nothing 
toward fostering the merchant marine, as they are required to do 
under the preamble of this act under title 510, I guess it is, or if they 
are taking a negative administrative or judicial approach to it, as 
I consider that the Board is doing in many instances today. They 
are not promoting the merchant marine. They are setting up pro- 
cedures which retard it, keep it back. 

Those are the kind of things that you gentlemen can, in my opinion, 
have 2 great influence on if you would set up the type of meeting | 
am referring to and bring those people in here. 

For example, I want to pay the highest regard to the Deputy Ad- 
ministrator of the Maritime Administration, Mr. Earl Clarke. I 
think he is the freshest thing that has ever hit the Washington scene 
in the administrative end of any agency, and particularly the Mari- 
time Administration. 

Mr. Weicue., Have they had any investigation lately of that / 
You say in the absence of investigation. They have not had any in- 
vestigation for the last 4 years on it. 

Mr. Happock. Yes, there have been some investigations. 

Mr. Weicnev. They have been doing some over in the other com- 
mittee of the House with reference to some of the administration. 
Expenditures has some. But there has not been any other investiga- 
tion like the expenditures of wartime ships, and they were short $7 
billion in June 1943, and all that sort of thing, also scandals of build- 
ing ships and giving away shipyards. "They have not had any of that. 
So you are blessing him a little bit prematurely. 

Mr. Happock. No, [am not blessing him prematurely. 
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Mr. Weicne.. Was he down there when they turned the ships over 
to the Sword Line and let them get away with $2 million and go into 
bankruptcy ¢ 

Mr. Happock. No; he was not. 

Mr. Weicue.. He was not ? 

Mr. Happock. No. 

Mr. Weicuer. How late did he come down there / 

Mr. Happockx, After the Board was established. 

Mr. Werenen. How many of these old employees who set up the 
policies in 1943 and later when in which all this seandal went on of the 
taking away of millions of dollars—how many of those have they 
fired since this new man came in that you are blessing? How many 
have they fired? I would like to have a record of that. We got a 
record of those that were there before. 

Mr. Happock. I cannot give you that information, but may I—— 

Mr. Weicrnen., Why are you blessing him then / 

Mr. Happock. | know something about this very question that you 
ask. I cannot give you the figures. I do know something about it. 
Mr. Clarke can give you those. figures. 

Again I would. suggest that the chairmen and the 1: anking minority 
inembers get together rand get these people up here and ask them these 
questions. 

Mr. Wetcnen. Those same people are still there that participated 
in all these things. 

Mr. Happock. Some of those people are not any longer there. 

Mr. Suetiry. Will the gentleman yield ¢ 

Mr. Weicner. Yes. 

Mr. Sueiiery. It so happens that [ happen to be a member also of 
the Hardy Subcommittee on Executive Expenditures and Mr. Hardy, 
Mr. Gordon Peyton, counsel to the committee, and I have made it's 
point to visit Maritime frequently. I do not know the exact num- 
ber, but I can tell vou there has been about a 60-percent turm-over in 
personnel since the reorganization act eliminating the old Commission 
and creating the present Federal Maritime Administration. 

That is said without giving complete blessing to everything the 
Federal Maritime Board has done, but there has been some turn-over, 

I want to agree that maybe this committee should, one of these times, 
get Admiral Cochrane and members of the Board up here to discuss 
what is going on now. 

Mr. Weicuet. There is a record in this committee with the name 
and address of every employee and what he did, what pay he earned, 
before he went down there. Those are in the hearings, in the same 
book. I would like to have a comparison and see how many they have 
fired that gave away all this money. 

Mr. Happock. Mr. Weichel, I know Mr. Clarke has been giving 
consideration to this very question, and no later than last week he 
told me that if he did not get an invitation from such a committee he 
was going to try to set it up so he could come up and report to them. 

Mr. Wercuex. Invitation. They stayed away from this committee 
for the last 3 years. They never came up. None of the members 
showed their face up here so we could ask a question. They would 

send up somebody third or fourth or fifth down the line who canno' 
answer any questions. 
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Mr. Bonner. Let’s proceed with the business at hand. 

Mr. Bennett, any questions / 

Mr. Bennerr. Mr. Haddock, as 1 understand your testimony before 
this committee, in past years you had some fear or quandary about the 
possibility of the hidden aspects of tax deferment or tax exemption, 
and I would like to ask you now: Do you feel there is any danger that 
this tax-deferment procedure may be so hidden that the public cannot 
check on the amount of assistance given / 

Mr. Happock. No, I do not feel it is hidden so it cannot be checked 
on. Asa matter of fact, the very thing that is in this bill now is the 
very thing we advocated in 1936 when the act was adopted. It is 
exactly the thing we did advocate. 

Mr. Bennerr. You feel there is sufficient chance for public scrutiny 
where the amount of moneys going to these lines would be not a source 
of some scandal in the future years / 

Mr. Happock. Well, of course, that depends on the administration 
of the act. If we have a maladministration of this Act, you are going 
to have the type of scandal which Congressman Weichel is referring 
to. 

I do not care how much attention you give to this act, that is not 
going to protect against scandals. Seandals can only be avoided if 
the administration of the act is open and aboveboard and if the Con- 
gress makes eternal vigilance the price of seeing that there is no 
scandal, 

Mr. Bennerr. Then you feel if this law is executed as it is drawn, 
that the fact that one company gets a very large amount of money and 
another company does not get quite so much money would not be a 
criticism of the act or its administration, because you feel that would 
just mean that the Congress was getting a legitimate thing for the 
public interest, to wit, the construction and maintenance of an ade- 
quate fleet / 

Mr. Happocx. That is correct. Moneys would accrue to these com- 
panies in accordance with the work they did for the American mer- 
chant marine. ‘That, in effect, is what would happen. 

Mr. Bennerr. A reasonable equality is involved in this legislation, 
you feel? 

Mr. Happock. Yes. 

Mr. Bennerr. That is all. 

Mr. Bonner. Mr. Garmatz? 

Mr. Garmatrz. No questions. 

Mr. Bonner. Mr. Robeson? 

Mr. Roseson. No questions. 

Mr. Bonner. Mr. Ikard ? 

Mr. IKarp. No questions. 

Mr. Bonner. Mr. Allen? 

Mr. Auten. Mr. Grogan, have you made any study of the compara- 
tive costs to the Government of building ships and turning them loose 
for operation as the Mariner-type ships have been built, against the 
building of ships and their operation under S, 241? 

Mr. Grocan. We have not made any study, Mr. Congressman, but 
we feel that we should encourage private enterprise to do the building 
themselves rather than have the Government build these type Mariners 
and then hope that someone will charter them later on. 
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Mr. ALLEN. Do you have an opinion as to what the cost might be 
relatively ? 

Mr. GroGan. No, sir; I have not. 

Mr. Auten. Thank you. 

Mr. Bonner. Mr. Mumma? 

Mr. Mumma. Is it not true that the reason they are building the 
Mariner ships is so the Government has a ship that is readily adapted 
to transfer and making a war vessel out of it, and they ought to have 
the specifications that they need ¢ 

Mr. Grogan. That might be one of the reasons, sir. I further be- 
lieve if it was not for the Korean situation the Government would 
have never built these ships. That is what we are hoping—that we 
have a merchant-marine fleet in peacetime as well as in time of 
emergency. 

Mr. Mumma. It seems to me that if private enterprise would build 
that we would wake up in the next emergency with ships that were 
not readily convertible, which was the idea before and after Korea. 
Is that correct, or your position ? 

Mr. Grogan. I would not say that, no. I think if private industry 
has the necessary help that they will build ships that will serve the 
purpose of both the Government and private enterprise. I mean the 
matter of construction and planning. 

I am sure if designs are submitted to these private companies that 
would be of advantage to any operation of the fleet, they will natu- 
rally go along, I assume. 

Mr. Mum™a. Well, the Government for defense purposes has to 
have provision made for gun mounts here, for personnel, for addi- 
tional kitchen equipment, bunks. and everything, so that I think the 
Government should build those boats, and they are going to make the 
price right for the operator. 

Mr. Grocan. Yes, sir; I believe we also mentioned that in our 
testimony. 

Mr. Sueiiey. Will the gentleman yield? 

Mr. Mumma. Yes. 

Mr. Sueviey. Of course, the law provides, and S. 241 does not there 
change that feature—one of the basic features of construction sub- 
sidy differential theory is that they get the construction subsidy from 
the Government paid. to a private builder of the vessel by meeting 
certain planning requirements of the Federal Maritime Board which 
take into consideration certain preconceived defense needs for im- 
mediate or quick conversion to transport duty. 

Mr. Mumma. A planned design is desir: able, though; is it not / 

Mr. Sueuiey. On certain basic structural design, I would say 

“Yes ‘“—putting in gun mounts, certain strengthening of supports. 
Certain types, for instance, of cargo-carrying capacity is better in a 
single hold. But if they are going to carry troops or convert those 
over to troop carr iers, the »y find that ‘tween decks are more ad: apt able. 
It may mean extra cargo handling, but for defense purposes they 
usually insist on them in certain vessels which operate off shore. Those 
are required when they get construction subsidies, so basic defense 
features are built in. 

So that also becomes another question of making allowance of sub- 
sidy for those. 
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Whenever the Government does take over one of those vessels oper- 
ating commercially for conversion in time of emergency, there is a 
certain amount of money that must be expended no matter how much 
planning went into the basic design construction. 

Mr. Mumma. That tends to make the original cost somewhat higher. 
too: does it not ? 

Mr. Sueniey. Right. 

Mr. Bonner. Mr. Garmatz? 

Mr. Garmatz. Mr. Grogan, what effect will S. 241 have on helping 
to keep the shipbuilding industry somewhere at an even keel or some- 
thing of that sort? Would it help to do away with this way-up and 
way-down unemployment situation? Would it bring it somewhere 
near an even keel, that you could hold on to your men in the ship- 
building industry, especially your specialized men, and, instead of 
losing them one year and having to go to the trouble of getting them 
back the following vear, whenever a Korean situation comes about. 
as you said in your statement ? 

Would this bill help to try to build up somewhere to an even keel 
the labor-employment situation in the shipbuilding industry ¢ 

Mr. Grogan. Yes, sir, we believe it will, because we believe that if 
we can have private shipbuilding under this bill, which we believe we 
can, that we can start modernizing our merchant marine on a planned 
basis: take obsolete ships and serap them and do away with them, so 
we will have a plan that gives us an up-to-date fleet under the provi- 
sions of this bill. 

Mr. Happock. Mr. Chairman, I would just like, in supplementing 
what Mr. Grogan said, to say the Maritime Administration has made a 
lengthy study of the replacement question of present merchant fleet. 
That is a quite detailed, quite lengthy study, and I think it would be 
awfully helpful to this committee when the Maritime Administration 
comes up here to go into that question, because it is the crux of this 
whole shipbuilding question and replacement question. 

Mr. Bonner. Mr. Weichel. 

Mr. Wercuen. You represent all these unions. There has been 
testimony before this committee on numerous times over a period of 
years that to build a ship in the United States costs about twice as 
much as foreign built, for instance, Great Britain, and it costs about 
twice as much to operate under the American flag. 

Now, in view of the fact that is almost double, and we have subsidies 
to have a merchant marine to protect us in time of war emergency, so 
that the Government does not have to pay out so much money, what 
suggestions do you have that would cut the Government cost of build- 
ing them here and the Government cost of operating them ? 

Mr. Grogan. Frankly, Mr. Congressman, I do not have any sugges- 
tions. Only I believe this: That I think if we want to maintain the 
standards of living that we have in the United States of America we 
have to have a form of subsidies which come under this bill. And I 
believe it is the Government’s responsibility because of the nature 
of the industry and the problems that they face that they help them 
out and keep a proper merchant marine. 

I do not have any suggestions or solutions as to what can be done 
to cut the cost down in foreign countries 


Mr. Wercuev. No. 





Mr. Grocan. Or cut them down in this country. 
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Mr. Weicuev. No, it costs twice as much in this country. IT was 
wondering what suggestions you had that could cut costs in this 
country with reference to operation and with reference to building. 
In other words, the Government pays the difference between the two 
costs in construction and it pays the difference in the costs of opera- 
tion if they lose. So T was wondering what suggestions you might 
have that could reduce the amount that the Government has to pay 
additional for construction and for operation. I was wondering if 
you had any suggestions with reference to doing that ? 

Mr. Grocan. No: I do not have any suggestions on that, Mr. Con 
eressmian. 

Mr. Wetcenen. You do not have any ? 

Mr. Groean. No. 

Mr. Werener, Is it solely due to the increased labor costs? 

Mr. GroGan. No, sir, 1 do not believe so, because I believe that the 
record will show although labor costs have increased. the produc- 
tivity has also increased. 

Mr. Werenen, A lot of people Say it is due to the increased labor 
costs. You have heard that ? 

Mr. Grocan. [think that is the usual statement, ves. 

Mr. Weicnert. With reference to that. would vou advise that the 
Government pay directly to labor that difference in cost rather than 
do it ina roundabout way of subsidy / 

Mr. GroGan. No, sir. 

Mr. Weiciten. What / 

Mr. Grogan. No. sir, T do not think you should pay it directly to 
labor, no, 

Mr. Weicne., Have you any reason why you should not / 

Mr. Grogan. IT believe it is better the way it is worked out now— 
that you give subsidies to the companies who are engaged in the busi- 
ness, Who employ the labor direct, in order to maintain the labor rela- 
tions that we have. 

Mr. Weicuen, But that is the popular conception, that they lay 
the double cost of construction mostly to labor. So I was wondering 
if the Government should not make that difference up directly to them 
if that is where itis. But you do not think so? 

Mr. Grogan. No, T do not think so, and T do not think it is directly 
tolabor. [Tthink the change in times, the defense safety requirements, 
and the general increase of all products that go into a ship and the 
general over-all economic conditions are responsible. 

Mr. Wercenen. The cost of the construction of the 35 mariners, at 
the time they built the first ship IT think it was 715 million and it is 
now up to 12 over a period of Jess than 18 months, 

Mr. GroGan. T think that is true, Mr. Congressman, of almost any- 
thing. 

Mr. Bonner. Mr. Van Pelt? 

Mr. Van Per. No questions. 

Mr. Bonner. Mr. King’ 

Mr. Kine. No questions. 

Mr. Bonner. Mr. MeIntire ? 

Mr. McIntire. [ have only a couple of observations. 

The first one—I am pleased to hear Mr. Haddock make reference 
to the need of vigilance on the part of the House in regard to these 
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matters, and I, as a freshman, would make observation that vester- 
day's action on the part of the House was just that. 

The second one is that on page 5 of this statement the reference is 
made to a comparison of the agricultural subsidies with maritime 
subsidies. 

With what little familiarity I have with those figures, I would like 
to make the observation that the figures as stated in that paragraph 
are not used in the proper context. 

Furthermore, the membership of the CIO generally, 1 think, should 
have full appreciation of the job that the American farmer has done 
to give labor of this country the type of standards of food products 
that are available to them. 

That is the end of my observation. 

Mr. Bonner. Any other questions / 

Mr. Arten. May I ask one, Mr. Chairman ¢ 

Mr. Bonner. Yes, Mr. Allen. 

Mr. Auten. Are there any situations in which the operating person- 
nel of ships come into competition with the people operating possibly 
similar trades ashore which would prove that the wages and benefits 
given to shipboard personnel are in line with similar types of skills 
ashore? What Lam getting at, obviously, is the situation as to whether 
or not shipboard labor is getting a higher and possibly unjustified 
standard of living or standard of wages as against the shore personnel 4 

Mr. Happock. I think certainly we could work up some figures on 
that. LT would want our economist to think about that. [am not one. 

But my immediate reaction would be that what we ought to do is 
perhaps take the foreign merchant seaman’s wage and compare it to 
the shoreside worker's wage, and then do the same thing for the United 
States and the shoreside worker. But it is an economic question and, 
as you know, you can present figures to prove almost anything you 
want to. But trving to get down to the actual factual situation as 
to how a merchant seaman’s hourly wage compares to a shoreside 
worker, I think you will find they are very much behind them yet, 
despite some propaganda which IL have seen to the contrary recently. 

Mr. Bonner. Does that conclude your statement / 

Mr. GroGan. Yes. 

Mr. Bonner. Thank you very much. 

Mr. Grogan. Thank you. 

Mr. Bonner. The committee will now stand adjourned until Tues- 
day morning at 10 o’elock. 

(Thereupon, at 12:50 p. m., the committee recessed until 10 a. m., 
Tuesday, April 29, 1952.) 
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TUESDAY, APRIL 29, 1952 


House or Represenravives. 
ComMirrer ON MrercHant Marine anp FisHerips, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:02 a.m. in the com- 
mittee room, Old House Office Building, Hon. Edward J. Hart (chair- 
Ian) presiding. 

Present: Representatives Hart, Bonner, O'Toole, Bennett, Murphy 
Shelley, Robeson, Ikard, Weichel, Tollefson, Allen, Butler, Seely 
Brown, Sheehan, Mumma, Van Pelt. McIntire, and Wing. 

The Ciamman. The committee will come to order, please. 

I note the presence of our colleague, Representative McGrath, of 
New York. Chris, did you want to file a statement or make a state 
ment ¢ 

IT may say that Congressman McGrath has been very active and very 
much interested in connection with legislation of this character. He is 
the author of H. R. 4729, a long-range bill, and he and Thave had many 
conferences on this subject. Tam sure we are glad to see him here and 
glad to accommodate him in whatever way he desires. 


STATEMENT OF HON. CHRISTOPHER C. McGRATH, A MEMBER OF 
THE HOUSE OF REPRESENTATIVES FROM THE STATE OF NEW 
YORK 


Mr. MeGrarn. Thank vou, Mr. Chairman and members of the 
committee. 

I fear that you gentlemen sometimes have heard me too often and too 
long on the floor on ius question, and, in view of that and the very 
gracious statement of the chairman, I think it would be in poor taste 
if | were to impose myself upon you. 

I ask permission to place into the record this statement. 

As the cosponsor of S. 241 LT respectfully urge the committee that 
the bill be reported out. 

I might say that I was the sponsor of that bill at the request of the 
American Legion, and they are most interested, as are the other veteran 
organizations, in this long-range shipping bill. 

The Cnuairman. The committee will be very happy to receive this 
statement, Mr. MeGrath. 

Mr. MeGratrnu. Thank you. 

(The statement referred to is as follows :) 

Mr. Chairman, the American Legion, Veterans of Foreign Wars, and other 
veteran organizations have adopted the principle that we should have a strong 
American merchant marine so that, in time of emergencies, our troops can be 
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transported with maximum safety and reasonable comfort. The taxpayers o! 
America, who are in the main the mothers and fathers of those in the armed 
services, have even more forcefully endorsed this policy. American youth, when 
called upon, are not afraid to follow their command where ere it be, but they, too, 
are vocal, and properly so in their just demand that when taken from the main 
land they be transported in American vessels properly constructed and capably 
manned so that they can travel with maximum safety and reasonable comfort. 

Organized labor, with their varying degrees of differences, are united in the 
belief that in American shipyards should be built a strong merchant marine 
The sorry spectacle of having American-trained mechanics in the field of ship 
building out of work while the trip of the hammer, the buzz of the saw, and the 
din of machinists’ tools are vibrating in Japan, in Germany, and in England 
as well as in other countries turn the eves of American labor toward Congress 
so that our know-how in shipbuilding will not become a lost art. 

A report of the Seventieth Annnal Convention of the American Federation of 
Labor 1951 proceedings held in San Francisco, Calif.. on September 17, 1951, 
contains at page 306, resolution SI which, in part, reads as follows : 

“Whereas the present Korean crisis has now focused attention upon the in- 
adequacy of our fleet and has vividly portrayed our national indifference to the 
lessons we should have learned as a result of World Wars Land IL * * *; 
therefore be it 

“Resolved, That the American Federation of Labor hereby declare itself in 
favor of a strong, well-balanced commercial fleet, to be operated by private 
industry, sufficient in numbers, tonnage, and speed to adequately serve the needs 
of our military, naval, and commercial requirements.” 

The shipping industry naturally is anxious to keep the American flag flying 
over our merchant marine in its proper place of leadership. It recognizes that 
just like labor, it alone cannot compete with the cheap markets of other nations. 
Therefore it asks that Congress give it the same consideration that it does, and 
properly so, to other American industries. In true American fashion it says. 
“Put us on an even basis with foreign Competition and we will tly the American 
flag and keep it in first place on the seas.” 

This is a rather unique combination of forces. All united for the ultimate— 
a strong American merchant marine. Some may raise the question, ‘Why 
should an American merchant marine be subsidized?” The answer to it is, that 
if we are to continue in our world leadership, we must do everything possible 
to keep our industries on an even footing with foreign competition. All of these 
groups are truly American; they ask no preferential treatment, but, by the same 
token, they ask Congress for equal competitive opportunity and protection against 
the forces which would destroy them. 

Let us first discuss the 1936 Merchant Marine Act and see what prompted it. 
tefore the outbreak of World War 1, the United States relied Lirgely on foreign 
flagships for cargo and passenger service. Remember too, that these foreign 
fagships were all subsidized by the country whose flag they flew. Subsidies 
in Various forms were granted by Germany, Japan, Italy, and France, and other 
countries, and, for that reason, in 1914, we found ourselves practically eut o 
from overseas communication. We rushed into the breach and frantically 
undertook a shipbuilding program. It becomes quite obvious that, when a 
huge program is undertaken without proper planning, it is net economically 
accomplished. World War I ended and again foreign vessels were able to take 
over most of the commerce of the world because of the low wages paid and the 
subsidies granted by their governments. In 1936, Congress was aroused. It 
saw the importance that we were now to play in world affairs. It recognized that 
we could not maintain the position of leadership unless we were adequately 
represented on the seas. It laid down a poliey of our country to promote a mer 
chant marine, and that it should serve as both a military and naval auxiliars 
in time of war and of national emergency. It set forth provisions for a con 
struction-of-ditferential subsidy so that these vessels could be built in American 
shipyards and by American labor. It went further and set forth an operating 
differential subsidy so that the American merchant marine could compete with 
foreign ships operating at a much lower rate of wages and other costs. 

Discussing first the construction differential, one should keep constantly in 
mind the fact that the amount paid by the Government is not a gift to the ship 
owner, The differential operates to protect the American standard of living 
and the wages of the workers employed in the American shipyards. Another 
result is that it guarantees the continuance of the know-how of shipbuilding skills 
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in America, The shipowner cannot design the vessel as he wills. There are 
certain additional directives made by our Government, Per instance, it compels 
him to inecoroporate particular features so that the vessel could, when needed. 
be used for military purposes. It directs features as to the speed, the placing 
of gun platforms and the rearrangement of machinery to lessen the danger 
from submarine warfare. The United States Navy controls the construction in 
any other manner which it deems proper for defense purposes. The act Keeps 
in mind the fact that safety, in time of emergency. is always a cardinal 
principle. Thus, the 1236 Merchant Marine Act is not only a benefit to labor, 
the shipowners, the armed services, but also to the entire economy of America. 

The second feature, referring to the same act, provides for an operating differ 
ential subsidy, so that the American merchant marine could operate on a par 
with foreign vessels. The shipping industry has been a sprawling one, not 
able to compete with any degree of success against foreign lines prior to the 
adoption of the act of 1936, because there had been mo planned fegistation, It 
was a sort of hit-and-miss proposition, Varions mensures vuve little con 
tinnity to the development of this growing industry Since 1236, every Ameri 
can bas reason to be proud of the part played in times of war and peace, by 
vessels fiving our flag. That achievement las been Gue definitely to the operat 
ing differential subsidy agreements. Naturally. subsidies encourage shipping 
ind ship construction. It has even a broader purpose It develops trade 
and aids in national defense. In its development of trade every segment of 
our economy, every State of onr Union, is the beneficiary. The profits made 
by the companies, the compensation paid to those who man the ships, enable them 
to purchase things that are manufactured or raised in each State of the Union, 
and se, the Members of Congres can trnly feel that the subsidy paid to the 
shipping industry gives some benefit to his respective community 

jut do not misunderstand the word “subsidy.” which is so often confused 
with a hand-out. It is nothing of the sort. May I just point out a few of the 
many obligations and restrictions that are placed upon the owners of these ves 
sels: First, the contractor must own a suitable number of ships—they must be 
of 2 special type, size, and speed: second, they may not be used in any other 
service without Government approval; third, they must maintain common- 
carrier service for a period of years over essential trade routes on a fixed sched 
nle set forth by the Government In this regard, in nermal times, essential 
trave routes could not be operated, except at a terrific loss and, hence, without 
a subsidy, these routes would be closed to American ships. The owners must 
provide a plan for replacement of vessels and set aside appropriate reserves to 
replace, where needed, the original vessel. The operator may not, except with 
approval of our Government, operate any ship over 20 vears old. He is limited 
in that he may not engage in many of the auxiliary services which, at times, may 
be very profitable to him. Our Government demands that his accounts be kept 
on Government forms so that at all times we might know the nature and extent 
of the company’s operation. Very properly, it provides that only materials 
and supplies of United States origin may be used. Since we have given to these 
shipowners certain rights under the act of 1936, we have definitely placed upon 
them certain correlative duties and obligations. 

The benefit that inures to the American operator is that he is placed on a 
parity with his foreign competitors with respect to the operating costs of the 
vessel by absorption by the Government of the excess cost of American materials 
and maintenance and labor. 

Let us look to the Lene its that have come to our country as a result of the 
Maritime Act of 1936. The working men and women engaged in the shipbuilding 
industry have had employment and at a just rate of compensation. The wages 
of the American seamen on these vessels are the highest paid in the world and 
Am’ rican seamen are the best fed. In every town and city and hamlet, articles 
have been manufactured, and people have been kept employed to supply this 
industry. Produce raised by American farmers has been used aboard our ves 
sels. American commerce has been carried to the four corners of the world. 
\ll of these things have benefited the economy of this country: but, over and 
above that, something more important and more vital to our security has taken 
place. On June 25, 1950, the Korean situation, forceful in its potential dangers, 
Was upon us, What would have happened had we not had an American merchant 
inarine’ One shudders when one thinks of the consequences; but we had an 
American merchant marine, which quickly assumed the gigantic task of carry 
ing fichting men and equipment into the battle area. Privately owned and 
operated American ships carried SO percent of the logistical support of the 
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Armed Forces. Without this fourth arm of defense, we would have been prac- 
tically helpless. In the name of American security—forget, if you will, all of 
the dollar advantages and think only in terms of human life. 

At the request of the American Legion, I introduced H. R. 4729 which is a com- 
panion to S. 241. The great benefits that this legislation will give to every seg- 
ment of our national economy far outweigh any argument on the tax question. 

I respectfully and strongly urge the committee to report favorably S. 241 
because it is in the best interests of our national security. 

The Craiman. Is Senator O’Conor here ? 

I do not see the Senator. 

Mr. Isbrandtsen, will you give your name and affiliation to the clerk 
of the committee, please / 


STATEMENT OF HANS J. ISBRANDTSEN, PRESIDENT, ISBRANDTSEN 
CO., INC., NEW YORK, N. Y. 


Mr. Ispranprsen. My name is Hans J. Isbrandtsen, and 1 am head 
of the Isbrandtsen Co. 

I have already filed a statement to the committee, and with your 
permission I would like to read it. It is a very short one. 

The Cnamman. We are very glad to have vou do it, sir, 

Mr. Ispranprsen. IT can best read it. 

The Cuamman. You may have a seat, too, Mr. [sbrandtsen. 

Mr. Ispranprsen. 1 would just as soon stand up for a moment. The 
statement is very brief. 

Since I have dealt with the same subject at several other hearings in 
the past before congressional committees, and inasmuch as [expected 
to appear here today personally, it is very brief in the expectation 
that you might have some questions of me that T could answer. My 
statement follows. 

The American offshore mercantile fleet is, as we know, divided into 
two parts: tankers and dry-cargo steamers. The dr yv-cargo steamers 
again are divided into two sections, i. e,, the subsidized part and the 
independent part. My company is a substantial unit in the latter cate- 
gory. We are independent American steamship owners. 

We have one service—a world-round service—that leaves New York 
every second Thursday and goes out via Suez, making calls in the 
Mediterranean, Red Sea, Pakistan, India, the Straits, up the Asia 
coast and across the Pacific to San Francisco and Los Angeles, through 
the Panama Canal and up the coast to New York—and then out 
again—a never-ending operation. 

Another service goes regularly to the continent of Europe. 

These services are conducted with steamers in the American registry 
and which steamers we own. 

As we know, Europeiin and Japanese shipyards have been humming 
almost from the moment hostilities ceased, turning out an ever-increas- 
ing number of modern, fast motor vessels with the latest innovations 
and technical advancements. The entry of these vessels upon the 
trade routes of the world is being felt increasingly by us here and as of 
course, we must expect. So we can hold our own, it is necessary for 
us to be able to replace our ships when they get obsolete, and to keep 
abreast all of the time. If we deliberately do not, then losing the trade 
rs no one’s fault but our own. 

1) The subsidized part of the American shipping industry has 
in for setting up reserves to build new ships and rules of deprecia- 
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tion that are not available to the independent. ‘There is presently an 
independent private American merchant fleet and if that section of 
the whole is to continue; it must have the right to set up tax-free 
reserves and be permitted to depreciate its vessels at an adequate rate, 
if that section is to become, as it should. a permanent factor. We 
recommend, therefore, that ample provision be made for the American 
independent shipowner to set up reserves for new buildings and expan- 
sion and that he is enabled to depreciate his vessels as he gets the 
earnings to do so. 

We do not have to talk about years where we do not have the earn- 
ings because in those years we obviously cannot depreciate them. We 
will need to depreciate our property when we have the money. In 
those years the Treasury takes away what otherwise should be used 
for buying new ships. I have, for instance, in mind my own part sty 0 
situation at this moment. We need to further American vessels, but 
I simply cannot take the money out of the working capital, and my 
taxes are so high that for the time being I have postponed considera- 
tion of buving these two further vessels. 

We did recently buy two, but that is all I could do. 

(2) We recommend that American ships trading between one for- 
eign port and another be not taxed here on the revenue so obtained. 
Our Treasury Department will lose nothing thereby and it will 
encourage such employment of our ships. 

It may not have come to your attention that additional countries 
are now taxing us wherever we go. We are taxed in Pakistan: we are 
taxed in India; we are taxed in Ceylon; we are taxed in Hong Kong; 
we are taxed in Singapore; we are taxed in Japan. 

Formerly there were mutual treaties that protected our shipping 
from double taxation, but those treaties have in many cases come to 
a stop. and in the case of the British Crown Colonies they apparently 
do not recognize the chief treaty that we have with the motherland: 
England. So that, for instance, in Hong Kong we are now faced 
with a high tax; in Singapore the same. India and Pakistan have 
taxed us for some time. There are a number of other countries where 
American steamers are also taxed. 

So these remarks here are directed to trade between, sav. for in 
stance, India and Japan. On that portion of our trade we ask that we 
be not taxed in the United States. That portion of our earnings can 
be separated from the rest and it will be an inducement to American 
ships to seek such employment. 

I say again that our Treasury will not lose by our ships finding new 
avenues of employment. 

(3) We recommend that the present arbitrary and unclear regula- 
tions with respect to duties assessed here on repairs to American ships 
effected in foreign ports be clarified. As it now stands, an American 
ship suffering a casualty abroad by hard weather or neglect is subject 
toan additional burden here in having to pay a duty in addition to the 
loss of time inyariably occurring abroad. We know of no other mari- 
time nation that has such a condition in its offshore fleet. 

I refer now to a ship leaving the United States in a seaworthy 
condition having either hard weather en route or suffering from neg- 
lect, which is rather frequent. When we leave here with all our certifi- 
cates in order—the annual inspection of the Coast Guard, the Ameri- 
can Bureau of Shipping Certificate, our boiler certificates, our shaft 
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certificates, and whatever else we need in the way of certilicates-——we 
leave here fully equipped, and when we run into hard luck, as we often 
do, it is not with any intention of ours that we repair abroad; we 
simply have to in order to continue the voyage. 

As matters are now, this matter of duty is for the discretion of the 
Commissioner of Customs, who does not all of the time understand our 
problems but whose decision is final. That section of the law should 
be clarified. 

Mr. Srery-Brown. Could ! ask a question there, Mr. Chairman ? 

The Cuamman. [ would prefer if you wait until he finishes his 
statement. 

Mr. Ispranprsen. (4) We are definitely not support-minded. How- 
ever, it has been said repeatedly that our merchant fleet is one of the 
first—if not the first—to be taken or requisitioned in time of national 
emergency abroad. That is either so or not so. Tf it is so—and we 
believe it is, for we ourselves owned several ships before Pearl Harbor 
and the day thereafter they were taken—then the Naval Reserve or 
Coast Guard Reserve, should, in so-called peace periods, pay part of 
the wages of the officers and crew as its stand-by contribution. .Ameri- 
can crewmen now receive over double the pay of our principal com- 
petitors abroad and this stand-by contribution, which might fairly 
be one-third of the current payroll, would ease and facilitate the 

vessels’ ability to compete in peacetime and be a substantial factor in 
their availability when required. 

This service contribution would apply to qualified personnel who, 
in turn, could qualify for pension and other benefits, and would re- 
seive occasional refresher training while on pay. A very fair arrange- 
ment, it seems to us. 

With this done, we would get away altogether from the perennial 
and controversial subventions, Existing and pending subsidy con- 
tracts undertaken on the former basis should be fairly adjusted. 

These important points—they are the most important as [ see 
them—are the outstanding ones in our opinion and which call for 
appropriate action. We repeat that we are not subsidyv-minded and 
believe that a good healthy shipping industry can only be worked up 
by private initiative and by the private American shipowner getting 
into a position where he can go to his bank on the same sound basis as 
a foreign shipowner can go to his bank. As it is, commercial banks in 
this country are skeptical about the whole business. 

Congress can see to it that it is put on that basis and we believe it 
is the duty of Congress to do so. And, when it deals with the shipping 
industry, it should deal with it as a whole and not give one section 
one deal and the other section another deal. I think that in no other 
way will we get away from these perennial discussions about difficul- 
ties in our American merchant marine. 

We people, we private people, will find a way if the basic conditions 
are right and not artificial as at present, and we think that is the usual 
American way of doing things, as we understand it. 

The Cuairman. Now, Mr. Seely-Brown. 

Mr. Srevy-Brown. I wanted to question you about the duties as- 
sessed here on repairs to American ships effected in foreign ports. I 
thought a bill was being reported out by the Ways and Means Com- 
mittee for House action in the fairly near future on that same subject. 
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I wondered if you knew whether the Ways and Means Committee 
had taken any action on that measure 

Mr. Ispranprsen. Well, Tam not familiar with the bill, but T have 
just lost a suit in court on duty assessed by the customs commissioner 
in Baltimore, where a ship suffered two boilers from hard weather 
and neglect in Japan, and where we had to repair against our will 
in Japan. The commissioner decided it was one of those things that 
could happen to a ship, and it certainly was, we quite admit. But 
the hardship—we lost considerable time, and when we come back here 
we have to pay 50-percent duty on top of it. 

The Cuamman. Any further questions 4 

Mr. Seevy-Brown. No. 

The Cuatrman. Mr. Isbrandtsen, just one question. Do your ships 
stop at any place in China besides Hong Kong ¢ 

Mr. Ispranprsen. We do not stop at either Hong Kong or any 
Chinese port at this time. 

The CHarrmMan. Flas it done so since the outbreak of the Korean 
war, so-called / 

Mr. Ispranprsen. No. We have since the orders T-1 and T 
refrained from Chinese calls. 

The Cramman. Any other questions, gentlemen ¢ 

Mr. Allen. 

Mr. Auten. Mr. Chairman. Mr. Isbrandtsen, [ would like to know 
a little more about the foreign taxes to which you are subject and 
upon what basis thev are levied. 

Mr. Ispranptsen. The basis is somewhat obscure. In most cases 
these countries leave us a choice of filing cur general financial state- 
ment of earnings or assess us with a certain percentage, that per- 
centage being from 3 percent to 8 percent. 

In Hong Kong, for instance, there is an arbitrary charge of 3 
percent. Although that is, as I said before, somewhat obscure, just 
on what basis these taxes are rendered and how universal they are. 

i understand some companies are paving 2 percent, and we have 
been asked 3 percent, and if we send our statement out we cannot tell 
just how they may figure out what part of the earnings in that state- 
ment apply to Hong Kong business. 

Mr. Auuen. I take it it is supposed to be 5 percent of the income 
from the business which vou do at Hong Kong / 

Mr. Isneanprsen. Three percent of the earnings from Hong Kong. 

Mr. Ancen. And what is it in Pakistan and India / 

Mr. Ispranprsen. There it goes up to S percent. 

Mr. Atiex. Once more, upon the earnings in those countries 

Mr. Ispranprsex. Once more upon the earnings: ves, sir. 

Mr. Artuen. What do they consider to be the earnings that are 
attributable to any individual country / 

Mr. Ispranprsen. Well, the earnings would in several cases be 
gross freight without deduction of expenses. In other cases deduction 
of expenses, 

I believe that this taxation has come about to a greater degree after 
the war. We were not faced with it to the same extent, only to a 
small extent, before the war. But it seems that all governments now 
need money and they tax everything in sight. 

Mr. Avuen. Well, is that income upon which the tax is based the 
freight on the goods carried into the country and also the freight 
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Mr. Ispranprsen. It is chiefly on goods carried out, but there are 
also some taxes on goods carried in. 

Mr. Auten. Do you get a credit to your net income before paying 
the United States taxes for these taxes paid foreign ¢ 

Mr. IspraNprsen. We list these taxes as expenses. But if we do 
not have the earnings, then, of course, there will be a distinct Joss, 

Mr. Auten. I noticed your point No. 1 with regard to the subsi- 
dized vessels and their privilege of setting up reserves for the build- 
ing of new ships. Do vou have an opinion as to what will become of 
the unsubsidized merchant marine if there is no such similar pro- 
vision made for it ¢ 

Mr. Ispranprsen. Well, it isa question that I prefer not to answer— 
frankly. 

Mr. Atuen. Well, I am wondering whether you might give me an 
opinion as to whether the unsubsidized operators would of necessity 
begin to conduct their operations under foreign flags. In other words, 
would they merely move their management to a foreign flag rather 
than keeping their ships under the American flag / 

Mr. Ispranprsen. Well, shipping. as you know, steamship owning, 
as vou know, is based upon a number of vears ahead, and we cannot 
just, because we feel sour one morning, get up and say, "We don’t want 
to be an American shipowner any more.” We are, and we cannot just 
liquidate when we feel like it. We have to keep on. But, of course, 
it is obvious we could not keep on if we were losing our shirts. 

Mr. Auten. Is there any evidence that you have observed that Amer- 
ican management is moving over to foreign-flag operations / 

Mr. Ispranprsen. I do not follow much what our competitors are 
doing. We concentrate on our own affairs. And so far as we are 
concerned, our chief concern is to make our American ships pay. 

Mr. ALLEN. One other point you made was that there might be a 
contribution to the salaries of the crew, the payment of one-third of 
the current payroll. I think you noted that the payrol] costs were 
double those of foreign competitors and the subsidized lines obtained 
the difference between the foreign pay and the American pay by way 
of subsidies, which would be 50 percent, on your statement. 

What you are actually suggesting is that the unsubsidized lines 
should get two-thirds of the amount now paid to the subsidized lines; 
is that about it ¢ 

Mr. Iseranprsen. No. 

Mr. Auten. What would it be? 

Mr. Ispranprsen. My suggestion is that whatever the pay is, the 
services that require the steamers in wartime pay one-third of what- 
ever the wages are at any time for all of us. 

Mr. Auten. Do you consider that the subsidized lines are under 
any obligations under their contract, particularly with reference to 
keeping their ships on specified trades and sailings, which put them at 
a disadvantage as against competition from unsubsidized lines. par- 
ticularly in getting what might be very lucrative business that comes 
up irreenularly 4 

Mr. Ispranprsen. Well. I can only talk about our own service. our 
worid-round service. We go in competition with the American Presi- 
dent line, a Government-owned line. We come in competition with 
the American Export line, a subsidized line. And T do not see that 
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their obligations to serve the trade are any greater than mine. I 
render the same service. 

Mr. Auten. Do you have any ships that on occasion you take off of 
one run and put on another because the business is much better on the 
additional run ¢ 

Mr. Ispranprsen. We have increased the service on our world-rownd 
route steadily so far. 

Mr. AuLeN. Where do you get the ships with which to do that 4 

Mr. Ispranprsen. We own enough ships to do that. 

Mr. Auten. Thank you. 

The Caiman. Mr. Van Pelt. did vou indicate a desire to ask a 
question ¢ 
~ Mr. Van Per. [have one question with respect to the foreign taxes. 

Is the Government of the United States assessing foreign flag ships 
entering our ports ¢ 

Mr. Iseranprsen. Foreign shipping maintaining oflices here are 
assessed taxes on the operations of those offices, the same as we are. 

In the case of tramp steamers they are not, and certain liner opera 
tions they are not either. But where the foreign company has an 
office here—it has been the tendency over the last 15 years to establish 
foreign offices in this country—that particular office pays a tax, but 
not on the general operation, because the ships are mostly owned by 
the countries with whom we definitely have treaties—England, Nor- 
way, Holland, Belgium, France. And I suppose a treaty will shortly 
go into effect again for Japan and also for Germany. 

Mr. Van Pevr. You would not be taxed in those ports either, would 
you! 

Mr. Ispranprsex. We would not tax those people. The mutuality 
there applies. 

I have particularly reference to some of the new countries that have 
been established, some of those that have parted from England, and 
in other cases of new countries that have been set up. It seems to me 
that our applications to the State Department for consideration have 
not met with great respolise. 

The CHarkMan. Any other questions, gentlemen 

Mr. Werenet. Mr. Chairman. 

The CHaiman. Mr. Weichel. 

Mr. Weicurst. Mr. Isbrandtsen, with reference to the standards of 
safety at sea, do your ships all carry some passengers ¢ 

Mr. Ispraxorsen. We carry 12 passengers. 

Mr. Wriciirn, Are the American-flag requirements with reference 
to safety at sea with reference to the cargo ships and what passengers, 
are those greater than of these foreign competitors 

Mr. Issranprsen. Not if you keep under 12 passengers. We are 
on nearly the same basis there, except that the foreign ships still use 
wood, which in many cases is cheaper, ainl we use sieel. So that we 
cannot here really provide the same comfortable accommodations 
under our rules. In that way we are at some disadvantage. 

Mir. Weicurn. But foreign-flng ships can come in here and take 
American passengers on ships that would not be safe by American 
standards and take them out to sea, and whatever happens to them 
happens. 

Mr. Ispranprsen. Well, I regard the accommodations on ships, on 
cargo ships, adequate on all of those ships that take passengers out of 
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New York, for instance. Iam speaking now about the ships that take 
less than 12 passengers. 

Mr. Weicnen, Less than 12? 

Mr. Isperanprsen. Yes. And they comply with the International 
Code for that limit. 

Mr. Wercnen, Well, the American-flag standards are higher than 
the International Code, are they not ¢ 

Mr. Ispranptrsen. When you exceed 12 they are, distinctly. 

Mr. Weicutn. You do not carry more than 12 passengers 4 

Mr. Ispranprsen. We only carry within the limit, because if we go 
over the limit we have to have a doctor, we have to have certain require 
iments that we do not wish to undertake. 

Mr. Wetcuen. With reference to the construction of the ship and 
the safety-at-sea laws with reference to the crew and the building of 
the ship generally, are the standards of American-flag ships on cargo 
ships higher than that for foreign-flag ships ¢ 

Mr. Ispranprsen. Are you speaking about passenger accommoda 
tion ¢ 

Mr. Wricuen, No. 

Mr. IspraNnprsen. General standards ¢ 

Mr. Weicuern. General standards with reference to safety at sea 
and construction of the ship, and what vou have to have on it with 
reference to safety at sea with reference to the crew. 

Mr. Ispranprsen. Well. Lam very familiar with a large number of 
Diesel-motor ships that are now being built abroad. There is presently 
building over 900, 

Mr. Weicnet. Over 9004 

Mr. Ispranprsen. Over 900, 

Mr. Wetcnen. Would the length of those ships be something over 
400 feet ¢ 

Mr. Ispranprsen. 400 feet and over. From 8.000 tons and over. 
They are in many eases fast ships and have the latest technical innova 
tions: 16 to 18 knots are now more frequent than they were 10 years 
ago. And those ships are as high a standard as ours. 1 should make 
that plain. 

Mr. Werenen. You mean on construction and safety / 

Mr. Ispranprsen. Well, the construction, we all comply with the 
Lloyd’s requirements, with American Bureau requirements here— 
American Bureau and Llovd’s being nearly the same. So so far as 
the safety of the ship is concerned, there is no difference. 

Mr. Weicuen. I did not mean that. T meant with reference to the 
American-flag standards required by law, not the general idea of 
safety. Are the requirements of the law of the United States with 
reference to safety at sea higher for American-flag ships than that of 
the international agreement, conference, or whatever they call it / 

Mr. Ispranprsen. I am not familiar with the latest regulations 
abroad. But as it used to be a few vears ago, I can say that the stand- 
ards for inspection and general construction and accommodation are 
as high, in some cases higher, abroad than ours in certain countries. 

Mr. Wercuet. You are not familiar with the law-—— 

Mr. Iseranprsen. In Great Britain they still have some old regu- 
lations, but in Seandinavia, our chief competitor, they have been re- 
vised and subject to revision right along. 
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In Holland they are fully up to date, and maybe a little stricter 
than ours. Lam not familiar with the French conditions. 

But, generally speaking, you are getting now here a type of ship 
from abroad that completely outclasses ours. 

We are still going on the war-built ship, and the war-built ship has 
materials in it—the steel was not of the composition that it would 
have been in peacetime because speed was essential. Our ships will 
rust a little more than theirs. The alloys were. of course, not given 
the consideration during the war they are given now. Still they 
are the ships we sail in now. 

Then there is propulsion machinery. The foreign people now 
use almost exclusively Diesels, 

So until we make a radical change in our affairs here and we can 
bring something out of this atom business that can be to our ad 
vantage, | think we will be at a disadvantage. 

As you know, we built in this country 41 motorships—the C-1, 
or C-1AB, I think it was called. They were amongst the first ones 
to be sold on the peculiar theory that our boys did not know how 
to operate a motor, 

Now those ships come in to New York and other places, good-look 
ing ships, kept better than ours. “Phey lock fine. I have spoken to 
eng neers and to shipowners about them. They like them, but in many 
cases they are interested in foreign shipyards, so they are not pro- 
ceeding with the same type. 

They want a ship with a larger cubic. Well, our ships for in- 
stance, have 60-feet tops to the ton. Their ships would now come 
up to 72 or 74 cubic feet per ton. And in oil consumption that is 
much lower than ours. That is strictly a technical situation. Cer- 
tainly the American shipowners cannot blame his Government for 
it. That is up to us. 

We use mostly, as you know, the turbine, boilers, and especially 
in Warm Climates, in tropical climates, going through the Indian Sea, 
the Red Sea, the temperature gets extremely high. The other peo 
ple’s motorships are cool, ‘Temperatures in some cases do not rise 
above 75° or 85°, where ours go up to 125, 

Mr. Wercner. The motors, you mean / 

Mr. Ispranprsen. The motors do not generate the heat that ours do. 

I believe there is only—I do not know exactly the number, but Udo 
not believe there is over one or two motorships in service here now. 

These 41 were sold abroad. Somehow or another, they all evap 
orated before the American owner had much chance to look at them. 

I am not criticizing the people that sold them. Maybe they ae- 
tually thought we could not operate them. But they were excellent 
ships in their way. And they were sold at a price that the European 
owner could turn right around and make a million dollars apiece, and 
he did in many cases. [I know several owners that just turned the 
ships around and took the million and passed the ship on. 

Mr. Weicuen. Did not the American shipping industry attempt to 
buythem?’ Ithought under the Ship Sales Act they had to offer them 
first to American buyers before the could sell them foreign. Do you 
know whether they offered them to American buyers, or were they 
afraid of them ¢ 

Mr. Ispranprsen. Well, there seemed to be a fear here of the Diesel 
motor in this country. | cannot talk competently on that because 
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personally I have operated many motorships in my day. My experi- 
ence goes back to the first motorship that was engaged in tramp trade, 
and I have no fear about motorships. I also think that they can be 
run when our personnel in this country gets accustomed to it. After 
all, there is hardly an American boy that cannot operate a motorcar 
and lift the hood up and see what the matter is with it. You do not 
have to go over to the hills in Norway to find a farmer there that can 
do it better. 

Anyway, that is a past matter, and there is no use to ery about 
spilled milk. But they would have helped us considerably and would 
have lessened the competition we are facing today. 

Mr. Wetcuer. Do you have any motorships in your fleet, Mr. 
Isbrandtsen ¢ 

Mr. Ispranprsen. No; we employ a few foreign motorships on 
charter, which we run in unscheduled trades as we can best to help 
along in the general picture. 

Our policy has been to overcome some of the handicaps that are 
well known with American ships, to have a more general operation, 
where one hand would help another. 

We conduct some merchant activities. We sell steel and sell grain 
and have many importations of this and that and the other. But, of 
course, there is no telling that that operation necessarily is profitable. 

It can at the year’s end turn into a loss. But it is our hope by skillful 
management that we can handle it. 

Then we also try to find some oil we can use. Once ina while we will 
go out and try to find a well of our own we might use and so support 
the general picture. 

So far we have been able to keep ahead, and it is our intention to 
keep ahead. But, of course, the various dispositions that have to be 
taken as the picture unfolds will have to be met. 

The worst competitive situation we are facing presently is, of course, 
the Japanese competition in the run from Japan to New York. In 
that run there is presently six monthly steamers, and I understand 
there will shortly be 16. Now T should only say that the business from 
Japan to the United States cannot absorb those 16 and might make 
ours unnecessary. 

Then it comes down to who can do the most sweating. We are, of 
course, handicapped to begin with because our ship costs $1,200 and 
theirs costs $400 to run a day. 

You asked a little while ago, Congressman Allen, what would be the 
opinion of the independent as to his future. A shipowner necessarily 
isa man of hopes, otherwise he would not be in the business. 

There seems to be so many industries in this country that a man 
ean go about his business without having these perennial discussions 
come up in hearings and all kinds of difficulties. IT do not know 
the same situation is in England or in Demark or Norway or Hol- 
land. They spend less time in investigating what is the matter with 
us. We have them vear after vear—there is hardly a vear where we do 
not have an investigation because there is something to investigate, 
something to find out about our economy. But we seem to land nearly 
in the same place. 

I now go back some 15 years. The Subsidy Act of 1936, as T under- 
stood it, was to be, as all subsidies, a shot in the arm to establish us, 
with a view then of being able ourselves to go from there on. And 
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as L understand it, as an American citizen, that is what the taxpayers 
of this country want. They don’t want particularly to go on for- 
ever subsidizing some business that other people are in and they are not 
themselves in. 

It has not turned out that way. The psychology is now that we 
cannot live without a subsidy. 

Now the few of us that are independent and have not apphed for 
asubsidy and are not entertaining it, our difficulties naturally increase 
with that philosophy, because the unions make demands upon manage- 
ment of the subsidized companies and the subsidized companies, I 
suppose, do not want to be at outs with the union: so both the union 
and the subsidized company come up here and asix for subsidies to 
pay the bill. 

We got no place to go with our bills, and we do not particularly 
want to go any place with our bills. We like to have them met by our 
operations. But in the last } months our operations have increased to 
S104 more per ship per day—S104. It is mostly caused by this 
10-hour week, where we pay full overtime for all of Saturday. Our 
overtime now in the stewards’ department is pretty near 50 percent. 
In the other departments it is from 30 to 40 percent. 

I really do not see that the United States taxpayers have any 
interest in it. 

We can talk about standards as much as we like, American stand- 
ards, and so forth. Tam familiar with the standards in many for- 
eign ships. J can assure vou that there are Swedish ships, for im- 
stance, sailing today that have standards that will simply amaze you. 
Those Swedish ships are being run almost aboard as vour own home 


is being run. Some of them have one-man rooms, and they have a 

personnel that is very attentive, more attentive than ours—seem to 

care more. So let us not tall too much about American standards, 
There is one situation we have, of course, in this country, and it is 


quite legitimate, that, for instance, the Scandinavians do not have. 
The Scandinavians go to sea as a living. In Norway there are not 
many livings. In Norway there is not too much to dig for. In Nor- 
way there is not much below one foot that is worth digging for. So 
they have to generally go to sea. 

The American girl generally does not want her man to go to sea. 
That is something you cannot help and something I cannot help. 
Tam talking now about the long voyages 

Of course, there are many young men that start out from the 
Academy with every hope of going to sea. Before they go the girl 
comes down and says. “When are vou coming back ¢” 

“Oh, you will see me in 4 months.” 

She will say to him, “What is the matter with Kalamazoo? You 
can get a good job there and we can vo to the drug store and eat. 
What has Bombay got that Thaven’t got?" | Laughter. | 

Now we can afford to do taat here. In the home town I came from 
in Denmark my father was master of the bark Sir John Franklin, 
do know he was never home more than 10 or 13 days at a time in 
wintertime. And when any seaman in that town was about where he 
Was seer too much people began to talk and say, “Why is he around 
here? Whi isn’t he out to sea?” 

Now, with that philosophy. it is something, as T say. you cannot 
help and T cannot help because we are living here still in a pioneer 
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personally T have operated many motorships in my day. My experi- 
ence goes back to the first motorship that was engaged in tramp trade, 
and IT have no fear about motorships. T also think that they can be 
run when our personnel in this country gets accustomed to it. After 
all, there is hardly an American boy that cannot operate a motorcar 
and lift the hood up and see what the matter is with it. You do not 
have to go over to the hills in Norway to find a farmer there that can 
do it better. 

Anyway, that is a past matter, and there is no use to ery about 
spilled milk. But they would have helped us considerably and would 
have lessened the competition we are facing today. 

Mr. Wetcuer. Do you have any motorships in your fleet, Mr. 
Isbrandtsen ¢ 

Mr. Ispranprsen. No; we employ a few foreign motorships on 
charter, which we run in unscheduled trades as we can best to help 
along in the general picture. 

Our policy has been to overcome some of the handicaps that are 
well known with American ships, to have a more general operation, 
where one hand would help another. 

We conduct some merchant activities. We sell steel and sell grain 
and have many importations of this and that and the other. But, of 
course, there is no telling that that operation necessarily is profitable. 

It can at the year’s end turn into a loss. But it is our hope by skillful 
management that we can handle it. 

Then we also try to find some oil we can use. Once ina while we will 
go out and try to find a well of our own we might use and so support 
the general picture. 

So far we have been able to keep ahead, and it is our intention to 
keep ahead. But, of course, the various dispositions that have to be 
taken as the picture unfolds wall have to be met. 

The worst competitive situation we are facing presently is, of course, 
the Japanese competition in the run from Japan to New York. In 
that run there is presently six monthly steamers, and T understand 
there will shortly be 16. Now I should only say that the business from 
Japan to the United States cannot absorb those 16 and might make 
ours unnecessary. 

Then it comes down to who can do the most sweating. We are, of 
course, handicapped to begin with because our ship costs $1,200 and 
theirs costs $400 to run a day. 

You asked a little while ago, Congressman Allen, what would be the 
opinion of the independent as to his future. A shipowner necessarily 
isa man of hopes, otherwise he would not be in the business. 

There seems to be so many industries in this country that a man 
ean go about his business without having these perennial discussions 
come up in hearings and all kinds of difficulties. I do not know 
ihe same situation is in England or in Demark or Norway or Hol- 
land. They spend less time in Benger. oy what is the matter with 
us. We have them vear after vear—there is h: irdly a year where we do 
not have an investigation been ‘ause there is something to investigate, 
something to find out about our economy. But we seem to land nearly 
in the same place. 

I now go back some 15 years. The Subsidy Act of 1936, as T under- 
stood it, was to be, as all subsidies, a shot in the arm to establish us, 
with a view then of being able ourselves to go from there on. And 
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as | understand it, as an American citizen, that is what the taxpayers 
of this country want. They don’t want particularly to go on for- 
ever subsidizing some business that other people are in and they are not 
themselves in. 

It has not turned out that way. The psychology is now that we 
cannot live without a subsidy. 

Now the few of us that are independent and have not apphed for 
asubsidy and are not entertaining it, our difficulties naturally increase 
with that philosophy, because the unions make demands upon manage- 
ment of the subsidized companies and the subsidized companies, I 
suppose, do not want to be at outs _— the union: so both the union 
and the subsidized company come up here and ask for subsidies to 
pay the bill. 

We got no place to go with our bills. and we do not particularly 
want to go any place with our bills. We like to have them met by our 
operations. But in the last 4 months our operations have increased to 
S104 more per ship per day—S104. It is mostly caused by this 
10-hour weelx, where we pay full overtime for all of Saturday. Our 
overtime now in the stewards’ department is pretty near 50 percent. 
In the other departments it is from 30 to 40 percent. 

I really do not see that the United States taxpayers have any 
interest in it. 

We can talk about standards as much as we like, American stand- 
ards, and so forth. Tam familiar with the standards in many for- 
eign ships. J can assure you that there are Swedish ships, for in- 
stance, sailing today that have standards that will simply amaze you. 
Those Swedish ships are being run almost aboard as vour own home 


is being run. Some of them have one-man rooms. and they have a 

personnel that is very attentive, more attentive than ours-—seem to 

care more. So let us not talk too much about American standards 
There is one situation we have, of course, in this country, and it is 


quite legitimate, that, for instance, the Scanslinavians do not have. 
The Scandinavians go to sea as a living. In Norway there are not 
many livings. In Norway there is not too much to dig for. In Nor- 
way there is not much below one foot that is worth digging for. So 
they have to generally go to sea. 

The American girl rene rally does not want her man to go to sea, 
That is something you cannot help and something I cannot help. 
Tam talking now about the long voyages 

Of course, there are many young men that start out from the 
Academy with every bone of going to sea. Before they go the girl 
comes down and says. "When are you coming back ¢” 

“Oh, you will see me in 4 months.” 

She will say to him, “What is the matter with Kalamazoo? You 
can get a good job there and we can vo to the drug store and eat. 
W hat has Bombay got that Chaven't got?” | Laughter. | 

Now we can afford to do tat here. In the home town I came from 
in Denmark my father was master of the bark Sir John Franklin, 1 
do know he was never home more than 10 or 13 days at a time in 
wintertime. And when any seaman in that town was about where he 
Was seen too much people began to talk and say, “Why is he around 
here? Why isn’t he out to sea?” 

Now, with that philosophy, it is something, as I say. you cannot 
help and I cannot help because we are living here still in a pioneer 
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country where we have to take it as we find it. But shipowning to 
me in this adopted country of mine is a challenge, and | have used 
the best training gotten abroad for it. 

I left abroad when I was 20 years, and L have been here since. Tam 
now well over 60, 

It is a challenge, and it is a challenge that can be met if Just some 
fundamental basic conditions are met to put the burden on us, but 
fairly. 

I do not think we will ever succeed in Government support because 
the cost will eventually rise to such heights that the taxpayers will 
close up, and then we sit here with our equipment. I would rather 
go along in such a way as we can, meet the conditions as other Aimeri- 
can industries are meeting them, and then if we cannot, well, 1 should 
still say we will find a way. 

Are there any questions ¢ 

The Cuamman. Mr. Bennett. 

Mr. Wetcuen. May I finish? 

The CuHatrmMan. Yes; surely. 

Mr. Weicner. With reference to having your ships under the 
American flag, to transfer them to a foreign flag, or sell them, vou 
have to have the approval or acquiescence of the Commission: do 
vou not ¢ 

Mr. Ispranpvrsen. Yes. 

Mr. Weicnen. Now, if you cannot carry on your shipping business 
under the American flag, you do not have any opportunity to transfer 
them to the foreign flag. You just have to sit and lose everything 
if the Maritime Commission does net permit vou to transfer them, 
and they do not permit many transfers. 

Mr. Ispranprsen. That would be a pretty poor prospect, if that is 
the situation. 

Mr. Weicnen. Do you think that would be the ultimate end if you 
could not get along ? 

Mr. Ispranprsen. Not necessarily. 

Mr. Wercnen. What could you do? If they do not give you per- 
mission to sell abroad, what can you do ¢ 

Mr. Ispranprsen. Well, I am a farmer in a small way, and T tell 
my people down on the farm that if they do not do things right or 
do not use the tools IT have given them, and they do not plant the corn 
when it should be planted, and they do not do their best with the tools 
| give them, that there is nothing I can do for them. 

Now I am giving my ships lectures along the same lines—that if 
they are not interested in using the tools that I provide, then appar- 
ently they do not want the work. 

Now, of course, so long as the Government makes factions out of it, 
will hold his hand over one, the subsidized part. or be a partner of it, 
practically, and will leave the independent, as you say yourself, to 
such ultimate end as you have described—in other words, where the 
unions or the men aboard will still demand their full pound of flesh 
because the Government is paying them and would not relent the 
least, would not do the necessary work to be done, then, of course, 
I hiave got no business to be an American shipowner. 

Mr. Wetcnen. Then we just have two alternatives. 
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Mr. Ispranorsen. Then how LT get rid of the ships, if [ want to get 
rid of them, that would likely mean financial disaster to me. Not to 
you but to me. 
~ Mr. Weienen. But the American owner under the American flag. 
if he cannot do enough business to keep operating, he just has two 
choices: He either has to vo down to the disaster ana keep them under 
the American flag because they cannot get permission to sell them, o7 
the Government has to help him. Are not those the two alternatives 
with reference to those who do not have the subsidies 4 

Mr. ispranprsen. Well, 1 will tell you: It is rather peculiar to have 
« discussion along such lines in these halls. We are here in a countrys 
that has more than these other countries. We are here priding our 
selves with knowing more than those people. We are priding our 
selves with having higher standards, although IT know myself what 
we call a standard is very often a tempo. Tt is not a standard: it is 
a tempo. 

But To can assure vou that such a discussion as we lave here about 
disaster and prospect of disaster is not anything that takes place in 
the shipowning fraternities abroad, and L do not see why it should 
here. We must find a way, and there is no use to get ourselves on the 
level where we talk about going out of business. Therefore, 1 would 
not answer your question when you first asked me what am I going 
to do, It is a challenge, and TL pay train fare to come up here to 
tell it. 

Mr. Wrichen. | want to thank you for the kind of presentatio 
you made here. It is different than anything we have had since the 
time IT have been on the committee. It has usually been more tech 
nical, and IT appreciate your exposition of this whole matter from 
another point of view. 

That is all my questions. 

Mr. Ispranprsex. Mr. Chairman, I thank you for the opportunity. 

The Citamwan. We are glad to have you. Thank you, Mr. Is 
brandtsen. 

Mr. Bennett wanted to ask you a question. 

Mr. Bennerr. You have made a very fine presentation. 

I would like to ask you one or two questions, though, if you do not 
mind. 

As I understand your statement it is sort of an independent state 
ment on the subject of assistance to lines, but I wanted to clarify 
that. 

Do you have any suggested amendments to S. 241 other than the 
ones you have made in the statement here ¢ 

Mr. Ispranprsen. I am not making specific suggestions for amend 
ments. Asa matter of fact, 1am not looking at the bill. I have not 
seen it. 

It is just some general practical observations I am making, and I 
know where the shoe pinches because I have got it on. [| Laughter. | 

Mr. Bennerr. May I ask you, have you asked the State Depart 
ment through your Congressman or otherwise to do anything about 
trying to negotiate treaties to eliminate these unfair taxes you re 
ferred to in the foreign countries? 

Mr. Ispranprsen. I am afraid T have a special status in the State 
Department. and maybe they just answer very briefly so not to get 


ORAS HL 


1s 














268 LONG-RANGE SHIPPING PILL 


into argument with me. IT have not found any sympathy. I have 
not found any inclination to assist us in the State Department offices. 
They have a shipping section led by a very efficient man, I believe. He 
is fully familiar with the international picture. But that topside in 
the State Department they do not consider it as their province to 
look after the interest of the American steamer. They figure that 
it isup tothe Maritime Commission. Again, the Maritime Conmis- 
sion figures that all they have to look after is the interest of the subsi- 
dized companies. 

Mr. Bennerr. I hope you will contact either one of your two 
Senators or Congressman and ask him to take up with the State 
Department this question, because I feel sure they could give you 
some sort of an answer which would be helpful, and this certainly 
would be helpful to the work of the maritime industry that we are 
supposed to be trying to help in. 

With regard to these specific vessels you referred to, which were 
very fine vessels, does your investigation of that subject reveal it 
is the fault of the State Department or the fault of someone in your 
own organization that you have not had brought to your attention 
the fact that these vessels were for sale / 

Mr. [spranprsen. The State Department is not the seller of ships. 

Mr. Bennerr. Whatever Government department it is. 

Mr. Ispranprsen. Is would be the Maritime Commission. 

Mr. Bennerr. The Maritime Commission then. 

Mr. Ispranprsexn. You provided for a law to enable ships to be sold 
to foreign account, and if American owners generally wanted to get 
their second wind on buying a motorship, then the foreign owner who 
knew his stuff, and then he hustled in here. Presumably there are 
enough law houses in Washington to help him, and in 1, 2.3 the vessels 
were gone, 

As a matter of fact. the processing of the steamers I asked for was 
slowed up because they were so busy to sell these other ships. 

Mr. Weicner. Did you try to get some of these motorships! Were 
you interested in some of those 414 

Mr. Isprinprsen. At that particular time | had filed applications 
with the Maritime Commission for ours, and they were not being 
acted on, so there was no use to go and {le any more. 

Mr. Wercuer. I mean for these motorships. 

Mr. Ispranprsen. We were always interested in them, but I re- 
peat that we had applications in there for the Flying Cloud, the Fly- 
ing Arrow, and several others, and those applications were not acted 
After all, I have a little different set-up than most companies. 


on. 
There are no shareholders ex- 


Our company is a private company. 
cept myself and my son, and there is, of course, a limit to how far 
we can go out on a limb in buving ships. 

Mr. Weicue. It was in the law that they had to be offered to the 
American-flag ship people before they were sold foreign. Do you 
think that they sold them 





Mr. Ispranprsen. Maybe they were so advertised, 
Mr. Wercnen. Did you have a chance to buy any of those that 


were sold foreign ? 
dds ’ pt 
Mr. Ispranprsen. I can say frankly that the Maritime Commission 


never offered anything to me. 
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Mr. Weicner. We can ask them about that. There are so many 
things they did not pay any attention to at all. 

Mr. Ispranprsen. That is not saying they would have to offer them 
tome. A notice in the Federal Register that nobody reads may cover 
the situation. That is not my business. My business is selling freight 
or sailing ships. 

I will. just end up by saying that we are not down, and I do not 
want to surround my business with subsidy, because American ship- 
owning, any shipowning, is one of the few enterprises left in the world 
where at least when we leave the shore we are rid of you all. 
| Laughter. | 

Now we are being hard pressed by these hungry foreign govern- 
ments, and, of course, politically we have looked out more for them 
than we have looked out for ourselves. 

I am in no wise jealous of Japanese or Italians or anyone else. 
We have always been competing with everybody and we will continue 
to do that. But shipowning is a very honorable profession, one of 
the highest, T think, in the land—like small pieces of the United States 
taken around and that need your sympathetic interest wherever we 
are. We do not want your money, but we want the Government 
departments to assist us wherever they can. 

You could give an instruction to the State Department to change 
its spots, because they are not looking after the American merchant 
fleet the way they might. 

The Coamman. Any other questions ¢ 

Mr. Bonner. Mr. Chairman. 

The CuatrmMan. Mr. Bonner. 

Mr. Bonner. I was interested in this sentence in your statement: 
“American crews now receive over double pay of our principal com- 
petitors abroad. This stand-by consideration, which might fairly be 
one-third of the current payroll”—and then your statement about 
900 ships being built abroad. 

Do I understand that one-third of the cost of operation would be 
a fair subsidy ? 

Mr. Ispranprsen. Well, it cannot be answered as simply as that. 
I will put it as simply as T can. 

Mr. Bonner. Well. vou said here “which might fairly be one-third 
of the current payroll.” That is the reason T asked that question. 

Mr. Ispranprsen. Well, T had to set up some figure, so in my case 
1 would be satisfied with one-third of the payroll. 

Mr. Bonner. One-third of the cost of operation would be a fair 
subsidy, then, to a competent business manager ? 

Mr. Ispranprsen. No: T would not call it a subsidy. It would just 
pay for services. 

Mr. Bonner. I mean one-third of the cost of operation would be a 
fair competitive contribution by the American Government. 

Mr. Weicuen. I understood him to say a third of the payroll. not a 
third of the cost of operation. 

Mr. Bonner. [ understand. 

Mr. Wericuen. Operation is more than a third of the payroll. THe 
said payroll. 

Mr. Bonner. Yes, he did. T understand that. One-third of the 
payroll. Now the payroll then is what part of the cost of operation 
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Mr. Ispranprsen. It has for years been an increasing percentage. 
It is presently about 34 percent. 

(The following letter was later supplied for the record :) 

ISRRANDTSEN, INC., 
New York, May 5, 1952. 
Hon. Epwarp J. ILArt, 
Chairman, House of Representatives Committee on 
Verchant Marine and Fisheries, 
219 House Office Building, Washington, D. ©. 

Dear CHAIRMAN Harr: When I appeared before your committee on April 29, 
among other things, I stated that our payroll was a third of our cost of opera- 
tion, Which is the general theory we go on, 

Actually, basic wages plus overtime and other benefits to seamen for all our 
ships for the year 1951 amounted to 56.58 percent of the cost of operation, plus 
interest and depreciation. It was roughly 48 percent of the cost of operation, 
interest, and depreciation. : 

For your further information hereon, the percentages of overtime wages last 
year were as follows: Stewards department, 45 percent; deck department, 52 per- 
cent; and engine department, 27.5 percent. Presently these percentages are: 
Stewards department, 50 percent; deck department, 34 percent; and engine de 
partment, 33 percent. As will be seen, the higher cost is chiefly due to the feath 
erbedding and overtime. If your committee is interested in the details of how 
this works on board ship, either I or my superintendent, Captain McLaughlin, 
will testify and he questioned as to the workings. 

For clearness, I believe my testimony on these points shou'd be clarified or 
amended to the effect that wages (inclusive of overtitue anil beneiits) now 
amount to somewhat over 50 percent of the total cost of operating an American 
ship today. 

Will you be good enough to notify the interested committee members, as well 
as authorizing the clerk to clarify the record-as above? 

Sincerely yours, 
HIANS ISBRANDTSEN. 

Mr. Bonner. A third of the cost of operation is payroll / 

Mr. Ispranprsen. It may now be more. But let me make some- 
thing plain in my way: The difference in cost of operation between 
us and the foreign ships would be the cost in wages and conditions 
only: the other items that go—— 

Mr. Bonner. What are conditions’ So that T will understand it. 
You say “wages and conditions.” What are conditions ¢ 

Mr. Ispranprsen. For instance, 40 hours, overtime. If a man on a 
tanker takes a nozzle off and spills a little oil, he has to have overtime 
to wipe itup. If the captain wants a cup of tea after he has been on 
the bridge all the time, it is overtime to give him his tea. You do not 
have that abroad, and it is silly. It is not the way it ought to be at sea. 

Our greatest problem in our ships is to know what to do with a 
man’s 127 hours he has left. What in the world does a man do on the 
ship that does not read; just sit around and smoke cigarettes and put 
fire to the ship? 

They have been asking more and more about—T had a book the 
other day presented to me by one union: discussed new terms with 
them. The book was fully that thick [indicating |}. 

It all comprised paragraphs and conditions of what T was to do, 
what IT was to furnish. IT was to do this, I was to do that. 

So [asked the representatives, “Will you now bring me to the point 
where IT can see what you want to do, what vou offer?” 

Well, they looked very long and found five lines in the whole book. 
That was what I was to get. 

Now that philosophy is no good and, of course, that philosophy 
could not last if we had a depression. That would simply disappear, 
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because we would have no other alternative than to meet hard with 
hard and lay up. And if lay-off did not cure the situation, then I 
guess we would have to go broke. 

Mr. Bonner. I did not mean to bring that in. 

Mr. Ispranprsen. I do not believe that American workmen, se: 
men, will not meet a condition when they have to. But, of course, 


is 6—— 

Mr. Bonner. I did not mean to bring in the controversy of labor 
relations. 

Now if that is one-third of the payroll, then what would be a fair 
contribution or a fair aid on the other operations and expenses ¢ 

Mr. Ispranprsen. What other operation expenses ¢ 

Mr. Bonner. Well, you say the payroll is 34 percent of the operat 
Ing expense. 

Mr. Ispranprsen. Yes, sir. 

Mr. Bonner. Now that would leave 66 percent for other kind of 
operation—on subsidy or contributions Tam speaking of. 

Mr. Ispranprsen. All right. 

Mr. Bonner. You say one-third of the payroll, which would be 
a third of operations. Now what would be fair for the other? 

Mr. Iseranprsen. There are no other. 

Mr. Bonner. Then there would only be that one, and a fair goal 
to shoot at would be a one-third share of costs of ope ‘ration of the 
payroll for subsidy. Am T right about that ? 

Mr. Ispranprsen. Well, it does not quite express it. 

Mr. Bonner. What ? 

Mr. Iseranprsen. 1 could not quite say “Yes” or “No” to that. 
To say “Yes” or “No” to that would be too general. Let me try to 
put it in my words. 

Mr. Bonner. This is a question—— 

Mr. Issranprsen. | cannot answer directly. 

Mr. Bonner. This is a question that has been knocked around dewn 
here. and I am going to get them to another question in a minute, 
but Tam going to finish this up, because it has been long discussed and, 
as T understand it. will be discussed more in the near future. 

Mr. Ispranprsen. Let me say what goes into the cost of operation 
of a vessel first—begin there. 

There is insurance. The insurance is no higher for me than it is 
for the British owner. We both insure on the same market. [ have 
the option to insure at least 50 percent in the London market, and 
the syndicate here will give me fair terms. 

The supplies for the engine room, for the deck, and for the steward 
supplies T buy in the same market that the foreign shipowner buvs 
when he is here. Maybe he can buy some stuff cheaper abroad but, 
generally speaking, as it has been here the last 10 or 15 vears, we could 
buy as well here. And Twill ron my ship as economically as he will on 
those items. 

Wages is the one, overtime— 

Mr. Bonner. Leave off wages because we decided one-third. you 
know. 

Mr. Iseranprsen. All right. Well. that insurance and those other 
three items, and the overhead, the general overhead here in the operat 
ing office. Of course, in the case of many foreign countries, they also 
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have offices here. Lam not paying any more for my help than they are 
paying for their help in their office. 

They are paving less and getting more efficiency, of course, if they 
sit in Copenhagen or London, but I am not sitting in Copenhagen or 
London, I am sitting here, and I have got to work a little harder 
myself. That is well understood. But TL would not ask my Govern- 
ment to pay part of my overhead here. 

Mr. Bonner. Well, then, do IT understand—— 

Mr. Ispranprsen. So far as my feeding is concerned, which is a sub- 
stantial item, I feed as well in our ships and better. I believe 1 feed as 
well as any foreign ship. It does not cost me any more, maybe a trifle, 
but I get a little more for my money. 

Mr. Bonner. Do I gather then there should not be a contribution 
for subsidized lines of anything other than this one-third of the 
payroll ¢ 

Mr. Ispranprsen. That is not for me to say. 

Mr. Bonner. That is according to the way you say about it. 

Mr. Issranprsen. That is for me to say. Lam not commenting on 
the system in effect. 

Mr. Bonner. But I would like—— 

Mr. Wetcuen. He did not say—— 

Mr. Ispranprsen. 1 want to answer in my own Way. 

Mr. Weicnen. But—— 

The Crarman. Let the witness answer now. 

Mr. Weicuen. You are trying to say 

The CHamman. Let the witness answer the question. The witness 
is competent to express his own views. 

Mr. Ispranprsen. I did not come here to criticize the subsidy ac- 
counts. They may have reasons for this, that. and the other. 

Mr. Bonner. Let me just interrupt and say this—— 

Mr. Ispranptsen. Right. 

Mr. Bonner. This bill we are considering is going to put everybody 
under a program of contribution by the Federal Government; is that 
correct ¢ 

Mr. Ispranprsen. As I understand it, that is what you intend to do. 

Mr. Bonner. | am not asking these questions just for curiosity. 

Mr. Ispranprsen. That is what you should do then. 

Mr. Bonner. Or to take up the time of the other members of the 
committee. 

Mr. Ispranprsen. Yes, sir. 

Mr. Bonner. I take it you are a competent operator, and [I am glad 
to see it. I have been interested in your presentation of your views 
before the committee. So I am trying to further develop your views 
for my own information and the information of the record. Now 
that is the reason Il am asking. 

Mr. Ispranprsen. And naturally I have strong feelings on the 
subject, because my ship that costs me $1200 a day for a certain 
voyage, where Tam up against a Government ship that may cost six 
or seven hundred. In other words, I pay my taxes toward giving him 
a better price. You can better understand we are thoroughly dis- 
satistied with that. 

Mr. Bonner. That is the reason I was trying te—— 

Mr. Ispranprsen. There are certain obligations that subsidized lines 
undertake, but tome, J will frankly say, I do not consider those obliga- 
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tions as a hardship and they are not more than the independent under- 
tukes every day. 

Mr. Bonner. So then you would not as an offhand statement say 
there is any necessity for other than this one-third of payroll subsidy 
in operation ¢ 

Mr. Ispranprsenx. No. We have a situation today where you have 
made this law. You made this law in 1936. You have gone along 
with it. Just like the Korean war you have it. You should not have 
had it, but you have it. 

Mr. O' Poorer. That is your opinion. 

Mr. Iseranprsen. But vou have it. So you have created a condi- 
tion today, an artificial condition that cannot be answered by ms 
“Yes” or “No” , ; 

Mr. Bonner. It was not your “ves” or “no” that | was asking, sir. 
{ was merely asking, in your opinion whether the contributions 
should be made to the subsidized line which runs on a schedule and is 
required to do certain things that an unsubsidized operator is not re- 
quired to do, 

Mr. Issranprsen. All 1 can do on that is to repeat my former state- 
ment. Lam against subsidy, all subsidy, and [am not going to express 
myself as to what a subsidized operator should have or should not 
have. 

I have at no time appeared in opposition to a subsidized operator. 
] have simply calied attention to the peculiar position that the inde- 
pendent is put in by the Government’s law enactments on the subject 

Mr. Bonner. | appreciate that. sir, but on account of your know! 
edge and vour experience and your ability | was trying to reach thos 
facts. IT will pass it up. 

Mr. Ispranprsen. TP would not like to leave here and not be entirely 
frank. IT already said that the wages and conditions are the only 
item that I think a steamship owner has reason to be interested in. 

Mr. Bonner. Well, that is the answer then. 

Mr. Ispranprsen. All right. 

Mr. Bonner. Now, sir, Lam interested in this 900 ships abroad that 
are being built. and vou are very familiar with the conditions abroad 
and so forth. Do you happen to know or could you give us for the 
record, 1f vou have not got it here. a breakdown of where these ships 
are being constructed, in what countries / 

Mr. Ispranprsen. I should say generally two-thirds in England 
and one-third in Scandinavia. 

Mr. Bonner. Two-thirds in England and one-third in 

Mr. Ispranprsen. Scandinavia, And by Scandinavia I take also 
the Netherlands. ‘Two-thirds in England, generally speaking, and 
the rest over the maritime countries. 

Mr. Bonner. Belgium, Holland / 

Mr. Ispranprsen. Belgium, Holland, Norway, Denmark, Sweden, 
particularly. 

Mr. Bonner. Now, have you got an idea what it would cost to build 
a vessel in one of those countries and what it would cost to build it 
in this country, the percentage difference / 

Mr. Ispranprsex. Yes. The ships such as T aim interested in would 
cost to construct in Japan today ¢ 

Mr. Bonner. We did not mention Japan in this. Well, Japan. 
Gro ahead, 
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Mr. Ispranprsen. Well, Japan have had limited facilities, but they 
are now whooping it up. So that comes under that one-third also, 

Mr. Bonner. All right. 

Mr. Ispranprsen. In Japan or Seandinavia such a ship would cost 
x21, million. The same ship would cost here 6 million, maybe even 
more, 

Mr. Bonner. So then on construction subsidy we would have to pay 
about two-thirds of the cost / 

Mr. Ispranprsen. Of course there is nothing to stop me from mak- 
ing a contract in Japan for $214 million and putting on the American 
fag if I am so minded. 

Mr. Bonner. You could build your ship in Japan and bring it over 
here and register it ¢ 

Mr. Ispranprsen. So long as I do not use it for the intercoastal 
trade. 

Mr. Bonner. Now, have you had any information as to what part 
of this construction program is being defrayed by the Marshall plan 
or such other foreign plans that we may have / 

Mr. Ispranprsen. Well, subsequent to the war we gave a great many 
adjustments to the ship owners abroad for taking a certain part of 
their tonnage. We took many ships, as vou recall. We took, for 
instance, the Danish ships, we took certain Norwegian slips, a great 
many others. And adjustments were made with them that were 
rather favorable, I expect, because those adjustments were made 
through the State Department. The State Department dealt with 
foreign shipping. 

In my case I had five ships taken here by this Government, and I 
got dollar for dollar and no more. So what T could build, what 1 
could go out and buy, was with that money T received for those ships. 

It was almost a heresy for me to come and ask for a profit on those 
ships, although prices had gone up. They did not ask me whether 
to seize them or not, just took them. 

jut a foreign ship that was taken, he was able to come here with 
many arguments that he should recetve more money, and IT think he 
found a better hearing in the State Department than I found in the 
Maritime Commission. That is one thing. 

Now how the Marshall plan otherwise has worked, | could give vou 
a little illustration about it. How much time have you 4 

Mr. Bonner. I do not want to get off on the Marshall plan. 

Mr. Iseranprsen. There is one instance you might be interested in. 

I learned that one of the Scandinavian countries had gotten three 
ships, fairly large ships, under the Marshall plan. Well, 1 was inter- 
ested, and [I inquired in Washington under what terms those ships 
had been given. Well, it seems that they were Canadian ships that 
had been given by this country wider the Marshall plan to their country 
in Seandinavia. But there was a clause in the contract that these 
ships could not be employed in the United States trade and could only 
be employed in their own coastwise business, 

So I knew these ships were entirely too large for employing in their 
coastwise business over there. They have only 19 to 21 feet of water 
in most of the ports. So L said that could not be because the ships 
were sure to come here and such a clause apparently was not made in 
vood faith. 
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Well, the matter was looked into again, and T got the answer back 
that that was the deal that had been made and they were very sure 
the ships would never appear here, and at that very point where I 
got that letter L received two letters from shipbrokers here oflering 
me the ships for charter right in New York. That is an actual 
instance. 

Mr. Bonner. From your observation then—I will put it this way: 
The Maritime Board and this committee is trying to work for the 
preservation of the American flagship on the high seas and the State 
Department, on the other hand, is working to vour detriment. Is that 
correct 4 

Mr. Ispranprsen. I would say the Maritime Commission is working 
for a section of the American fleet. I have not noticed they are 
working for mine. But IT think they mean well. But they are 
apparently instructed by law to work this subsidy business out accord 
ing tothe 1936 act, and [ believe that keeps everybody over there busy. 

Iam just as much an outsider over in the Maritime Conumission as 
if ] was in Norway. 

Mr. Bonner. But your ships that were taken at the outbreak of 
World War LI, you reinvested that fund in ships under the Ships Sales 
Act, did you ¢ 

Mr. Ispranprsen. Yes, sir. 

Mr. Bonner. The ships that you purchased under the Ships Sale- 
Act, were they comparable ships with the ships that were taken ¢ 

Mr. Isuxanprsen. They were better. 

Mr. Bonner. They were better? 

Mr. Ispranprsen. Yes, more suitable. 

Mr. Bonner. Yes. 

Mr. Iseranptsen. They were larger, more suitable. 

Mr. Bonner. Now did you profit by the operation / 

Mr. Ispranvrsen. We have had a profit so far. 

Mr. Bonner. I mean by that, the ships that were taken you received 
a higher value for than the ships—— 

Mr. Ispranprsen. We have not sold any of them. We still have 
them. 

Mr. Bonner. The ships that were taken, were they returned to vou 4 

Mr. Ispranprsen. No, they were not returned to us. 

Mr. Bonner. That is what I thought. So they were taken and then 
you purchased under the Ship Sales Act ? 

Mr. Issranptsen. That is right. 

Mr. Bonner. And you got a fair break, did you / 

Mr. Ispranprsen. | got the same break as the law gave everyone else. 

Mr. Bonner. I mean by that, you got as equally good ship as you 
turned in? 

Mr. Ispranprsen. A better ship. 

Mr. Bonner. At a less price than was paid to you. 

Mr. Iseranprsen. My ships were not turned in, they were seized. 

Mr. Bonner. I understand that. 

Mr. Ispranvrsen. Well, there is a difference. 

Mr. Bonner. Well, T mean by that vou got a newer ship. 

Mr. Ispranprsen. Well. T had to wait 7 or 8 years to get it. 

Mr. Bonnrr. Did you operate during the period of the war? 

Mr. Isrrinprsenxn. We operated for the Government. 
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Mr. Bonner. Yes. I do not mean to be eritical of you, sir, at all. 

Mr. Ispranprsen. No. Lam sorry my appearance makes it so that I 
appear hostile in any way. 

Mr. Bonner. [am just trying to get the information from you. 

Mr. Ispranprsen. That is right. 

Mr. Bonner. You enjoyed good business during the war as far as 
money making Is concerned, did you not 4 

Mr. Ispranptsen. Yes. All shipowners have had fairly good bus- 
iness. 

Mr. Bonner. Yes. 

Mr. Ispranptsen. I suppose what we all are concerned with now is 
some apprehension for the future. 

Mr. Bonner. I want to ask you one more question and then Tam 
through. If this bill were enacted, S. 241, would it so inflate shipping 
operation that eventually more aid would have to be given to take care 
of the new operators that are not now in business and would thereby 
stay in business under this bill, when normal operation is brought back 
into being by all the foreign countries ¢ 

Mr. Ispranpvrsen. Well, there is room for a great many more owners 
in this country. In England there is about 250 shipowners, and I 
believe there is about 70 here, and this country is many times larger. 
Does that answer it? 

Mr. Bonner. Well, it is kind of an answer. But I have a fear—— 

Mr. Ispranprsen. Aid to shipping is bad for the shipowner in 
my opinion and bad for the government in any country. 

Mr. Bonner. I do not know whether I am right, but I have a fear 
that under the cost of operation in our country it will be difficult. to 
compete unless the American people are willing to pay 50 percent 
or more of the cost of operation and construction. 

Mr. Ispranprsen. Well, I do not agree with that because I think we 
must approach it from the other point—that the operation has got to 
come down. We cannot go ahead and ask for more and more and 
work less and less. There is no way out for us in this country unless 
we go to work. I cannot even get a teakettle repaired any more. 
People will not work. But essentially we will all have to go to work 
because we will not feed if we will not work. 

The Cuairnman. Any other questions / 

Mr. O'Toole expressed a desire to question. 

Mr. O’Tootr. A little earlier in your testimony you digressed on 
salaries. If you were able to fix the salaries for able seamen what 
rate would you fix / 

Mr. Iseranprsen. T would fix them at a certain percentage over 
my highest foreign competitor. 

Mr. O'Tootr. What would that be? 

Mr, Iseranprsen. Well, 1 do not think I would like to give 

Mr. O’Tooie. T would like to hear it. 

Mr. Ispranprsen. Any loose answer to that. [ would have to give 
that a little thought. But a certain percentage over my highest for- 
eign competitor. IT would allow a liberal height over that because 
I recognize that the expenses here are higher. 

Mr. O*Tootr. Who do you consider among your competitors the 
highest paying? 

Mr. Ispranprsen. The Scandinavians and the Dutch have presently 
the highest standards on the seas. 
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Mr. O*’Tooitr. What do the Seandinavians and Duteh pay 
seamen ? 

Mr. Ispranvrsen. T think it comes on an average to about S140. 

Mr. O'Toote. A month / 

Mr. Ispranprsen. Yes. 

Mr. O'Tooie. What would you pay above that average / 

Mr. Ispranprsen. 1 will qualify that. You cannot cover it just 
by fixing an amount for wages, because it is what you get for it that 
also enters into it. They get more than we do. T would pay 

Mr. O'Tooie. Take it with the qualifieations, Captain. How much 
would vou pay ¢ 

Mr. Ispranprsen. I would pay the equivalent of what I pay on the 
farm, say, 365 to 875 a week. 1 do not see why a man going to sea 
should have any better conditions than a man on the farm that works 
much harder, 

Mr. O'Tooie. Tam not disputing it, Captain, Lam just trying to 
find out your ideas. How many hours do you think the man at sea 
should work ¢ 

Mr. Ispranprsex. Ten hours. 

Mr. O'Tooie. Eight or ten? 

Mr. Ispranprsen. Ten hours. 

Mr. O’'Pootr. Ten hours 4 

Mr. Ispranprsen. Yes. 

Mr. O*Poore. Then suppose the captain on the bridge demanded 

cup of tea, 

Mr. Isuranprsen. Yes. 

Mr. O’Tooir. After his 10 hours. 

Mr. Ispranprsen. That is not a hardship to give him a cup of tea, 

Mr. O’ Tooter. Where are you going to draw the line on that which 
is essential work and that which is not essential, and who is going to 
decide it, Captain / 

Mr. Ispranprsen. We will have to come around to ability to pay. 
How can we pay overtime for a cup of teat Where is the money go- 
ing te come from? 

IT am not talking now about coastwise operations from San Fran- 
cisco and here, or tanker operations, tankers that are owned by the oil 
companies. Lam talking about us that have to come out and earn our 
money the same as the British and the same as the Scandinavians 
and Dutch earn their money. 

Mr. O'Tootr. Who is yoing to decide the number of hours, Captain Y 

Mr. Ispranprsen. By negotiation. 

Mr. O”’ Toor. Negotiation / 

Mr. Ispranprsen. Yes, sir. 

Mr. O'Tooie. Between whom / 

Mr. Ispranprsen. Between us and the unions. 

Mr. O’Tooir. Should there be a difference in hours between differ- 
ent lines? In other words, do you believe in uniform bargaining for 
thoses who can get the best terms / 

Mr. Ispranprsen. I go on the theory that the men want the work 
and we want work. We want to be able to live and they want to be 
able to live. Let's meet on some basis which we can both live on. It 
is better than laying up: That is the way other American industries 


mre working, 
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Mr. O’Tooir. In view of the fact that you believe in the 70-hour 
week, what salary do you think an able seaman should get ? 

Mr. Ispranptsen. Seventy ¢ 

Mr. O”’ Tooter. You say 10 hours a day, 7 days a week. 

Mr. Ispranprsen. Saturday, of course, is not a full day, is it? 

Mr. O”’ Toot. At sea. 

Mr. Ispranpsren. I say 50 to 54. You count in the full Saturday 
and you cannot get anybody to work Saturday any more. I guess I 
am the only one in New York who works Saturday now. 

Mr. O’Tooie. That is all. 

The Ciatmman. Mr. Robeson. 

Mr. Rowreson. Do you agree that one of the dangers of subsidy in 
any competitive business is that it tends, cannot help but tend, to keep 
in operation incompetent management that otherwise under open 
competition would not be there 

Mr. Ispranprsen. I do not think that is proven. My observations 
are that some of these subsidized companies are rather efficient. 

Mr. Roreson. I did not mean specifically any group, but I meant as 
a hazard of that approach. 

Mr. Ispranprsen. Where I come from we supported the Govern- 
ment, the Government did not support us. Subsidy means to me a 
form of socialization that gradually will get you and me. IT do not 
want any part of it. [would rather go out and dig clams. That is 
aun open-air occupation and T like it. 

Mr. O”’Tootr. Mr. Chairman. 

The Cuarman. Mr. O'Toole. 

Mr. O’Toore. I truthfully do not know where you came from. I 
heard you use the phrase “where I come from.” 

Mr. Ispranposven. A small seafaring town in Denmark. 

Mr. O’Tooie. Is not there far more socialization of government in 
Denmark than there is in this country’ Is there not far more state 
ownership of utilities, railroads? Did they not have social security 
there and age pensions long before we had it? 

Mr. Ispranprsen. Well, there was not any in the town J came from. 

Mr. O’Pootr. Were not they the inaugurators of most of those 
things ? 

Mr. Ispranprsen. There wasn’t any inthe town [came from. There 
were 1,900 people and we all stood on our own. 

How they all do now they do not have to go to Denmark—every 
thing seems to be floating out into the uncertain. You do not know 
where government begins and private people end. But that is what we 
ough to get away from, and T understand that is what we are spending 
our money out in the world to cure. 

From what I know about conditions in Denmark that vou men- 
tioned, I understand that when former President Roosevelt under 
took these various welfare laws, that he practically got a copy from 
Denmark through his American Ambassador there, and they were 
translated, and that is what we have. So you may be quite right 
Over there there is a smaller country and they lave been tested for 
many years. Gradually people have been educated to them. 

On the farm now IT have a couple of men there working and some- 
times they tell me, “No, T would rather take my 825 rather than come 
up here. It is a little easier. I don’t need the $25 this week.” But I 
need the services. 
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We are not quite seasoned for it here. We are not quite ready for 
it here. This country is too new for all that nonsense. We are still 
pioneers and there is still plenty of room. 

The Ciaran. Mr. Bennett. 

Mr. Bennerr. Just for the record, how many ships do you operate 
under the American flag? And how many under foreign ¢ 

Mr. Ispranprsen. We own 16 steamers and we have in our unsched 
uled service generally anywhere from 40 to 60 ships altogether, so 
that would be an average of 20 to 40 ships that we operate on charter. 

Mr. Benner. Are they al! operated under the American flag / 

Mr. Ispranprsen. Our 16. The others are not. The other are op 
erated by their individual owners that we trade with as best we can. 
We have always done that. 

The Cuamman. Mr. Allen. 

Mr. Auten. Mr. Isbrandtsen, I noticed when vou were answering 
questions from Mr. Bonner that vou did not include in the cost of 
operation either repairs or depreciation as items on which you would 
need any assistance from the American Government. Now you also 
stid that the cost of a ship built American was something like 240 
percent of the foreign cost. 

Mr. Ispranprsen. Yes. 

Mr. Auten. Did vou contemplate when vou made no request or no 
suggestion that there should be assistance on depreciation or repairs 
that you would have American ships built and repaired in American 
J rards / 

Mr. Ispranprsenx. 1 deal with that here in my = statement—de 
preciation. We should be able to depreciate our ships when we have 
the money to do so. But the item for depreciation is not considered 
by the shipowner as an item of operation, because you cannot, ob 
viously, pay out depreciation money when you have not got the money. 

Mr. Auten. Do you think there would be ships built in American 
yards without some differential paid by the American Government 4 

Mr. Ispranprsen. Well, Tam not quite competent to answer that, 
I asked General Knutson of General Motors the same as you are ask- 
ing me,and T said: “Here, you can send a Chevrolet car over to Scan 
dinavia. Tow much does it cost vou 

“Well it costs me 19 cents a pound.” 

General Knutson came from the same place I came from—19 cents. 

IT said, “How much does it cost vou in your factory in Denmark ¢” 

“It costs me 27 cents and we send out most of the parts.” 

I said, “IT cannot understand why a place like Scandinavia where, 
as | mentioned before, there is nothing a foot down that is worth dig- 
ging for, that they can do things cheaper and build ships cheaper than 
we can with all our reputed production facilities and all.” 

He said, “Well, somehow or another we cannot put them on the 
line the same as cars.” 

I said to him, “Supposing I order six motorships of one type from 
you.” 

“Oh, ves, T could, but there are certain things in this whole shipping 
business that are all wrong. The motors are altogether too heavy. 
I would put a motor with more horsepower and about one-fourth 
the weight.” 

Now I do not believe he is right, but T cannot understand why the 
cost of building an American ship has to be so high when we have 
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the materials and we have the machinery and we have everything 
that goes with it—why the difference should be so much. 

I understand these new Mariner ships will run up to 8 or 9 million 
dollars. It is out of this world. It is just out of commercial opera- 
tion. You can’t think of it. 

But, again this foreign-flag business transfer to foreign flags and 
all, that is not as practical as it sounds, 

In order to get a good household on board a ship you got to have 
your own flag on it. You got to have that loyalty which yeur own 
flag gives. There is no use of my having a ship over in Liberia. 
What kind of people on that ship’ They do not believe in their own 
future. They do not believe in mine. They do not come in contact 
with me. If from some other place, 1 would be just like an absentee 
farmer—you do not get quite as much out of the farm as you get 
when you own it yourself. 

So far as foreign flags, we are here. It is not so important. T am 
not interested. I say again that I would rather go clam digging. 

The Cuairman. Are there any other questions / 

Thank you very much, Mr. Isbrandtsen. 

(The following was later supplied for the record :) 

ISBRANDTSEN Co., INC., 
Vew York, N. Y., May 7, 1952. 
In reply please refer to FC-RFP. 


Subject: Double taxation of income of American shipping companies. 


}. n. Epwarp J. Part, 
Chairman, House of Representatives Committee on 
Verchant Marine and Fisheries, 
219 House Office Building, Washington, D.C. 

Dear Str: We refer to certain remarks of our president, Mr. Tans [sbrandtsen, 
on the above subject, during his recent appearance hetore your committee. In 
connection therewith we are detailing various specific examples of income taxes 
assessed against our company on freight and passenger revenues originating in 
the countries named : 

In India, 1625 percent of our gross revenue originating in that country is arbi- 
trarily designated as profit, and the current tax rate is such that we are paying 
in tuxes approximately St, percent of our gross revenue in India. We ar pres- 
ently negotiating with the Indian Government to have this tax reduced, but so 
fur we are without success. Vreviously, the Indian Goverument assessed the 
tax on the basis of a flat 5 percent representing the taxable income, but last 
year this was increased to 162, percent, thereby more than tripling the amount 
of taX assessed. 

The Pakistan Government has a similar tax structure to that of the Indian 
Government, and its current rate is approximately the same as that assessed 
by India. Last year, they too more than tripled the basis for assessing the tax. 

The Government of Ceylon currently assesses 15 percent of our gross revenue 
as being subject to income tax. The tax rate is presently °5 percent and there- 
fore we are paying an income tax of 5.4 percent of our gross revenue. 

We have just been notified that Saudi Arabia is imposing a tax of 20 percent 
upon 15 percent of our gross revenue, which amounts to an effective rate of 5 
percent of our gross revenue in that country. 

Last year the Hong Kong Government increased the amount of our gross rev- 
enue subject to income taxes from 10 percent to 20 percent anc also increased the 
tax rate thereon from 10 percent to 124% percent. This increase was also applied 
retroactively to the previous 2 years. The net effect of this increase was to 
increase the tax we pay from an effective rate of 1 percent to 244 percent of our 
gross revenue. We have lodged protest after protest with (he Hong Kong authori- 
ties against this arbitrary increase, but they have been adamant in refusing to 


grant us any relief. 
Thailand has just notified us that they are assessing a tax of 10 percent upon 
10 percent of our gross revenue in that country. In this instance the effective 
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rate amounts to 1 percent of our gross revenue. This tax is being assessed upon 
us despite the fact that current tax services show that Siam is a signatory of a 
tax convention treaty with this country, which should exempt us from this tax. 
We have written the State Department as well as the Commissioner of Interna! 
Revenue, calling attention to this situation, and are presently awaiting their 
replies. We might add that, judging from past experience, we can hope for little 
support from the State Department. 

Several other countries (including but not limited to Iraq, Brazil, Cuba, and 
the Philippines) impose taxes upon our shipping revenues, but the above detailed 
examples are sufficient to indicate the seriousness of the situation, particularly in 
view of the fact that our gross profit from vessel operations, without any deduc- 
tion for overhead and depreciation of the vessels, amounts to less than 9 percent 
After overhead and depreciation, it is doubtful that our present profit in any of 
the above-named countries (except Thailand) is sufficient to offset the amonnt 
of income taxes assessed against us, and of course, it is a most disturbing factor 
to American commerce in the future. 

Yours very truly, 
ISRRANDTSEN Co., INC. 
R. FL Virence, Treasures 


NEw York, N. Y., April 30, 1952 
Hon. Epwarp J. Hany, 
Chairman, Merchant Marine Committee, 
House of Representatives, Washington, D.C.: 

Referring my testimony yesterday before your committee and particularly my 
statement concerning double taxation American steamship companies subjected 
to in Hong Kong and other foreign ports and having in mind the committee's 
interest in the subject IT wish advise that I have today received letter from the 
assistant commissioner of inland revenue, department of Hong Kong, reading in 
part as follows: “Regarding your query re double tax relief | regret that the 
convention signed between the United Kingdom and the United States concernin 
double taxation does not extend to Hong Kong. Each member of the British 
Commonwealth makes its own arrangements concerning double taxation and 
although most members of the commonwealth have signed similar nents 
to that which is in force between the United Kingdom and the United States, no 
such agreements exist in Hong Kong.’ To much appreciated the committee's 
courteous reception and interest in hearing my views. My remarks were genera! 
but if specific information is required on any point L will endeavor to furnish 
it if and when requested. 

HANS ISBURANDTSEN. 


The Crairman,. Is Mr. Hugh Gallagher here? 

1 understand Mr. Gallagher left a statement and is not able to be 
present. The clerk will make a note of that and include Mr. Cial- 
lagher’s statement in the record at this point. 

‘The statement submitted by Mr. Gallagher reads in full as 
follows :) 


STATEMENT OF TitGit GALLAGHER, NATIONAL PRESIDENT, PROPELLER CLUB OF THE 
UNITED STATES 


I present this statement as national president of the Propeller Club of the 
United States, an organization now in its 25th year, dedicated to the promotion, 
furtherance, and support of an American Merchant Marine adequate to meet 
the requirements of national security and the economic welfare of the United 
States, 

Individual membership in the Propeller Club totals 10,000 American citizens in 
practically every large city in the United States on the Atlantic, Pacific, and Gull 
cousts, on the inland waterways and on the Great Lakes, as well as in several 
seaports overseas. These men understand the vital necessity for an American 
merchant marine and the need of strong governmental assistance to place 
American-flag shipping on a parity with competing foreign-flag shipping which 
enjoys considerably lower costs for construction, maintenance, and operation, as 
well as other advantages. 
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The reason our members have this conviction is due to the fact that the ma 
Jority derive their entire livelihood, directly or indirectly, from the American 
maritime industry. Our membership includes every branch of American maritime 
endeavor—ship construction, vessel operation, manufacture and sale of marine 
supplies and equipment, stevedoring, tow-boat operation—in fact, practically all 
the many services incidental to vessel building and operation. Our members 
also include those who handle insurance, forwarding, surveying, lawyers, news- 
papermen. The membership of the Propeller Club is by uo means composed 
exclusively of executives, Our club is a nonprofit organization. There are no big 
salaries. The vast majority are in the ranks—men and women close to the pic- 
ture who have seen the United States caught short twice in a quarter century 
when American-tlhig ships were the crying need of the hour for our national 
security, and the means of keeping a war away from our own shores. 

They do not want us to be caught short again. They are deepiy impressed with 
the great need for a sound and continuing prograin of ship construction to cope 
with the very obvious problem how confronting the industry—block obsolescence. 

They realize that ships, all of which were built during the late war emergency, 
not only will all wear out at the same time, but that to frantically build ships, 
the cost will greatly exceed the cost of construction during years of peace. 

Our members figure that if we had spent a part of the $340 million, which our 
people are now paying as the annual interest charge on $17 billion spent hurriedly 
on ship construction during World War II, it would have gone a long way to 
construct a fleet during the prewar years, and we would have ships, adequate for 
our wartime requirements. 

They also know the urgent need for constructing high-speed passenger ships, 
eapable of being quickly converted into troop ships to keep war from our shores— 
and we are woefully short of vessels of this classification. Our present passenger 
ships are less than half of our 1939 fleet. We are building only one for commer- 
cial use. 

In brief, our 10,000 members feel that S. 241 will create an incentive for the 
investment of private funds in American shipping—and incentive under which 
there will be built up a privately owned and operated American merchant marine, 
manned by Americans, measuring up to our national importance, equal to the 
requirements of our commerce, and available to our Government in time of 
national emergency. 

For the past 6 years, the Propeller Club, at its annual conventions has advo- 
cated and adopted resolutions urging the enactment of a long-range program 
which would assure the construction and maintenance of a merchant marine in 
keeping with our standing among the nations of the world. 

Resolutions have been adopted, unanimously, recommending liberalization of 
the provisions in the present law covering eligibility for a construction differen- 
tial subsidy; for the limitation of mortgage liability on a passenger vessel to the 
vessel itself; the reduction in a vessel's age from 17 to 12 years for trade-in 
purposes; the extension cf provisions concerning the construction reserve fund ; 
and the liberalization of amortization requirements substantially in conformity 
with the practices allowed vessel owners of other maritime nations. 

Every provision contained in the long-range shipping bill (S. 241) has been 
approved over and over again by the Propeller Club at its annual conventions, by 
the Propeller Club “ports” or branches throughout the country and in several 
cities overseas, and by the individual members of these ports—American citizens, 
every one of them. 

I have studied the bill carefully. Tt is all in good plain language—good Ameri 
ean language—easily understood by anyone who wishes to make a study of its 
provisions and who wants to understand it. 

There are those who criticize it on the grounds that there are hidden benefits. 
I don’t find anything hidden. There are also those who criticize the subsidy or 
parity legislation presently in effeet under which 275 ships of American registry 
out of a total of 1,291 privately owned are legally and openly put on a par with 
their principal foreign competitor. The lines operating in these trades have 
been under constant attack, and this in spite of a report by the Senate which 
adequately describes the net result of the 1936 act. 

Our members of the Propeller Club do not feel that enactment of S. 241 will 
solve all the problems of the merchant marine, but they are unanimous in urging 
its adoption as a step in the right direction. It represents an orderly manner 
of going about the correction of several inequities in existing laws. They 
feel that this matter has been before the Congress long enough to justify affirma- 
tive action, and we earnestly recommend its approval, 
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The Cuairman. The chair understands that the distinguished Sen- 
ator from Maryland, Mr. O’Conor, would appear and file a statement. 
I understand that he has found it impossible to be here personally, 
but a member of his staff has sent over his statement which the 
committee will be glad to have inseried at this point in the record. 

Mr. Avucust J. Bournon (Administrative Assistant to Senator 
O’Conor). Mr. Chairman, might I say for the Senator, that he was 
very anxious to get over here and very anxious to discuss the pro- 
visions of the bill with you, but the Judiciary subcommittee was 
unable to meet unless he would preside, and he asked me to so inform 
you. 

The Cuatrman. The chair very much regrets the fact circumstances 
prevented the appearance of the distinguished Senator. 

Mr. Bourson. Thank you. 

(The statement submitted by Senator O’Conor reads in full as 


follows :) 


STATEMENT OF Hon. Herwert R. O'Conor, A MEMBER OF THE UNITED STATES 
SENATE FROM THE STATE OF MARYLAND 


Mr. Chairman, I appreciate the opportunity you accord me to present to 
your committee my views in support of S. 241, known as the long-range shipping 
bill, which passed the Senate last August. As the coauthor, with Senator Mag- 
nuson, of this legislation, I feel very strongly that its ultimate enactment will 
set into motion a sound and practical program that will steadily advance the 
best interests of our fourth arm of national defense. The American merchant 
marine is a proud national asset. Our very security as a nation may depend 
upon it. It has depended upon it in the past, when it carried millions of men 
and the complex implements of modern war across all the world’s oceans so 
that we won both world wars on the soil of the aggressor instead of fighting 
it out over here. 

I recall vividly the testimony presented to us in the Senate on this long-range 
legislation. The hearings began in February 1950. We would have been startled 
if anyone had predicted then that only a few months later the American merchant 
marine would again be called upon to meet the taut emergency caused when 
the Communist-directed legions rushed across the thirty-eighth parallel to attack 
the peaceful people of South Korea. Again our merchant marine carried across 
the Pacific the forces and materials sufficient for a holding war that las stale- 
mated the brutal and cynical plan of the Reds to engulf Asia. 

These graphic records of recent history successively point the moral of a 
strong merchant marine tothe American people. Wein Congress are particularly 
close to it because we are charged with the responsibility to do everything within 
reason to sustain and foster this vitally important economic and security resource. 

It is my belief, shared by many of my colleagues who participated in the 
passage through the Senate of this legislation, that it is structurally sound in its 
provisions. These, as I may say, were painstakingly examined in the long series 
of hearings by our committee before being reported favorably to the whole Senate, 
and passed by that body. 

A great deal of conclusive evidence was adduced during the course of the 
Senate hearings to show how the Government itself could, without any substantial 
economic contribution, give practical assistance to the maintenance of a strong 
merchant marine. When we reached this point in the hearings the natura! 
question for us to ask was “What are competitive maritime nations doing to build 
up their merchant fleets?” So we asked that question and we were greatly 
impressed by the answer. I have consulted the record of the actual testimony 
on this point and refreshed my memory on it. 

In summation, the evidence showed that all our principal competitors on the 
seas are far more liberal than the United States has ever been in practical 
support of their merchant marines. The United Kingdom, which has undergone 
a remarkable maritime resurgence since World War II, in 1945 permitted depre- 
ciation of 20 percent of cost for the initial year on any vessel acquired after 
1944. This initial 20-percent allowance was raised to 40 percent in 194), as a 
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result of which newly acquired ships can now be depreciated fully 40 percent 
during their first year of service. 

Denmark, in order to encourage new construction at postwar prices, concedes 
up to 5V percent of the cost of a new vessel as excessive and allows the excessive 
cost to be written off immediately upon signing of a construction contract. 

In Norway, for vessels acquired at postwar prices, the inflated part of the 
price can be depreciated in 1 to 5 years up to 50 percent of annual earnings each 
year. 

In Sweden, the shipowner is allowed unlimited depreciation and can write 
off his vessels in whatever period he chooses. 

I have cited just a few of the impressive lessons we learned during the Senate 
hearings of just how the maritime nations competing with us are creating and 
sustaining a sound economic climate in which their merchant fleets can grow 
even stronger. I am informed that the maritime-aid policies of other govern- 
ments as I have cited them here are flexible and that they can be made even 
more liberal if the need arises. 

Mr. Chairman, the principal recommendations of the long-range maritime leg- 
islation now before your committee deal with the practical philosophy of how 
our Government likewise can assist the progressive development of our mer- 
chant marine. Even if the legislation is passed without change, its benefits will 
be far short of those granted by our principal Competing nations. The tax- 
deferment features of this legislation provide a practical and feasible method, at 
minimum cost, for encouraging the employment of matching private capital in 
this vital industry. Tax accruals are only deferred and are put to healthy pay- 
rolls and increased industry inevitably will yield additional taxes that I believe 
will more than counterbalance the deferred tax totals. It is ny conviction that 
the Government will gain, rather than lose actual revenue, through the pussage 
of this bill, even if we disregard the great correlated benefits to labor and 
industry and figure it on a cold monetary basis. 

Forty miles from here lies one of the greatest seaports in the world. Balti- 
more, in my home State of Maryland, has become the second largest port in 
the country. Its huge commerce is of vital importance to the people of Maryland 
and a wide surrounding area of the East. Fifty cents of every dollar of the 
purchasing power of the people of Greater Baltimore is generated directly by 
port activities. For the whole State of Maryland it would be 26 cents of every 
dollar. From the windows of downtown buildings in my home city one can 
see ships sailing to or coming from all over the earth with their rich cargoes 
vital to our own economy. 

But this is not all. Many of these sturdy vessels in the heavy flow of traffie in 
Baltimore Harbor were built right in Baltimore. The great Sparrows Point yards 
and correlated shipbuilding and ship-repair plants that ring Baltimore Harbor 
give employment to thousands of skilled workers whose payrolls yield substantial 
taxes to the National Treasury. We have the shipbuilding skills which were so 
urgently needed in two World Wars. We pray that they will not again be needed 
for a similar purpose, but in a world torn by conflicting ideologies we cannot 
afford to let them grow antiquated or be forgotten. 

These men know that European shipyards are humming with work; that ship- 
building in almost every country but ours is on the upgrade. 

It is going to be increasingly difficult to explain to these skilled men why it is 
we are permitting our invaluable merchant marine to fall into mass obsolescence 
while competitive maritime nations, whose combined resources are less than ours, 
go ahead of us. What I say of these workers of Baltimore applies equally, of 
course, to the comparable trades in every other shipbuilding center of the 
country. 

In conclusion, Mr. Chairman, I believe that the benefits inherent in this legisla- 
tion before you provide a realistic and practically painless method of bringing 
about a dramatic improvement in our whole merchant-marine picture that will 
inure to the interests of the United States in increasing measure with each suc- 
ceeding year. 

The Cnairman. Ts Mr. Bishop of the National Organization Mas- 
ters, Mates, and Pilots of America present ? 

(No response.) 

The Cuarrman. Is Mr. Gritta present ? 

Come forward and give your name and affiliation, Mr. Gritta, 


please. 
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STATEMENT OF B. A. GRITTA, SECRETARY-TREASURER, METAL 
TRADES DEPARTMENT, AMERICAN FEDERATION OF LABOR 


Mr. Grirra. My name is B. A. Gritta, secretary-treasurer of the 
metal trades department of the American Federation of Labor, with 
offices in room 400-404 AFL Building, Washington, D. C. 

The metal trades department was chartered by the American Fed- 
eration of Labor in 1908. It consists of 14 affiliated and 3 cooperating 
international or national unions, all or some of whose members are 
engaged in metalworking industries. The total membership of these 
affiliated and cooperating unions is in excess of 2,500,000, 

On behalf of the metal trades department and its component unions, 
let me thank the members of this committee for the opportunity to 
appear before you and testify in connection with your consideration 
of S. 241, which is now before you. 

At the outset let me emphasize that the metal trades department as 
such is supremely interested in these measures affecting the merchant 
marine, because the livelihood of over a million American workers are 
affected by the provisions of S. 241. You will appreciate therefore 
our intense concern, and our hope that vou will take very early and 
favorable action on the matter before you affecting the workers in the 
shipbuilding industry, members of our union, whom we represent and 
are speaking for at this hearing. 

We are appearing in full support of S, 241, the so-called long-range 
shipbuilding legislative program. This bill was adopted by the 
United States Senate last August by a very substantial majority, not- 
withstanding some rather vigorous objections by the Treasury and 
other Government departments. 

S. 241 is not the complete answer to the very grave problems which 
today face our American merchant marine. These problems face all 
of us whose lives and incomes are invested in or dependent upon a 
strong, healthy, growing American maritime industry. In our opin- 
ion, however, S. 241 will help to solve some of our problems. 

S. 241 is basically an incentive program. Despite the legal techni. 
calities of its language, the net effect of this proposed legislation is 
to encourage shipowners to plow back their earnings in order to be 
able to replace merchant vessels which wear out or become obsolete. 
This incentive is fairly distributed and afforded to all types of Amer- 
ican shipping, whether subsidized or unsubsidized, whether engaged 
in foreign or domestic commerce, or even on the Great Lakes. We 
sincerely believe it is the minimum program upon which all elements 
of the maritime industry can agree, and still meet substantially the 
public interest. 

In the interests of saving the time of this committee, we shall not 
detail all of the facts, figures, and other material which we in the 
metal-trades department possess about the current state of our mari- 
time industry. With your permission I would like to point out a few 
facts which are the result of our experiences: 

1. While many have paid lip service to the lessons we should have 
learned from our costly and bitter wartime experiences, little has been 
done in the last 5 years to establish stable long-range, effective poli 
cies and their administration thereof to guarantee this Nation the 
kind of merchant marine it should possess for the trade and securits 
of the United States as the major world power. 
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2. We appear to have done far more for foreign nations in helping 
them to rebuild their merchant fleets than we have for our own. It 
appears as though many hundreds of millions of dollars have been 
extended by the United States to many foreign nations who have not 
only rebuilt their merchant fleets to their pre-World War II posi- 
tion, but are actually far ahead in numbers, types, and efficiency of 
the ships they possessed in 1939. As a matter of fact, right now, in 
the aggregate foreign nations are building more than 100 passenger- 
carrying ships, and we are building but 1. In the aggregate, these 
same nations are building more than 700 cargo ships, and in this 
Nation private enterprise 1s building none. 

We are aware of the fact that the Government—the Maritime Ad- 
ministration—is building 35 fast, large cargo ships. But that very 
fact should be self-evident that we have failed to solve the problem 
of how we can encourage private enterprise to do this job. And the 
chances are that in the long run, and ultimately, the Government will 
have to come to you for some type of special legislation to permit it 
to dispose of these $350,000 worth of cargo ships at prices which 
private enterprise can afford to pay. 

3. Until within recent months, our shipyards were in deplorable 
shape. How can you expect experienced bata workers who have 
worked a lifetime to acquire their skills to stay with an industry that 
is employing them one day, laying them off the next, and later begging 
them to come back to work? Can we expect our valuable reservoir 
of experienced shipyard workers to be always at the whims of un- 
stable policies of our Government, who are determined one year to 
build B esse and the next year to abolish such programs? 

Today shipyard employment is about as high as it has been since the 
end of World War II. But it is nowheres sufficient, even as a nucleus 
work force, if we were to be faced suddenly with a giant world war 
III shipbuilding program. I reiterate that we of the American mari- 
time industry must have stable, continuous, long-range policies if we 
are to have a merchant marine of the type, size, speed, and health that 
is expected of the United States as the world’s greatest Nation. 

I do not speak from a selfish standpoint of merely providing work 
for people. But we have got to make up our minds here in America 
as to whether or not we are going to offer our American industry and 
peoples the shipping services which will guarantee them constant, 
ever ready and dependable services to the world markets in which to 
sell or buy the products upon which the American way of life is predi- 
cated. If we are going to do it, if we are going to maintain the proper 
standards in our shipyards and aboard American ships and at the 
same time compete with the foreign fleets and become independent of 
them, then we have got to meet our problem square on. e have got 
to have a program which will enable our industry to build operate and 
maintain the kind of merchant marine which will accomplish this task. 

As stated earlier, we do not believe the present proposed legislation 
is a cure-all. It will not completely answer the tremendous problem 
ot how we can replace our present privately owned and operated 
American merchant ship fleet. But it will help considerably; it is a 
start, and a good start, toward the encouragement that is needed in 
order that capital will be accumulated and used in the building of 
new merchant ships to afford us our rightful place on the oceans of 
the world. 
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The metal-trades department of the American Federation of Labor, 
at its November 1944 convention, declared for an American owned 
and operated merchant marine, maintained if necessary, by Federal 
financial assistance, and that all such ships should be built in Ameri- 
can yards under American standards and maintained by American 
workmen. This was a declaration to apply to the postwar situation, 
and it is still the position of the department and its affiliated and 
cooperating international unions. 

As you will note, the declaration comes out for Federal financial 
assistance, without reservation, for the development and maintenance 
of an American merchant marine. 

We are familiar with the provisions of bills before you at this time, 
upon which this hearing is being held. We appreciate the fact that 
the shipowners have gotten together and agreed on the measures 
before you, and we have heard no opposition from any quarter so far 
to the specific proposals contained in the committee print, affecting 
the waitate of management and labor in the operating end of the 
shipping industry. 

Speaking for the metal-trades department, we can see no reason 
why the workers and management of the shipping industry should 
not receive sufficient encouragement, in the form of subsidy payments, 
whether they are on specific foreign-trade routes or not. We also see 
no reason why the shipping industry should not also receive considera- 
tion in the matter of construction reserve funds and on the very serious 
problem of amortization rates, and all other financial and adminis- 
trative matters pertaining thereto, which would permit an American 
merchant marine to operate and compete with foreign vessels which 
do receive these and many other benefits. 

And, in passing, let me add, that foreign competition can be ex- 
espace to be even keener in the future, as our experiences after World 
Vars T and II have unfortunately fully shown. 

The effect of these bills before you—if enacted into law, as we most 
certainly hope they will be—will undoubtedly be to create a very much 
larger demand for the construction of new vessels in our shipyards 
for foreign trade, and what is even more important, for our declining 
domestic trade as well. 

That is one of the greatest needs of our country at this time, from 
the standpoint of national emergencies or national defense, and for our 
peacetime economy as well, that a stop be made to the dwindling of 
our shipbuilding industry, and that the experience after World War I 
be not repeated once again. This time, after World War IT, let us 
keep our place as one of the great maritime nations of the world, and 
build up our merchant marine, for a change. 

Gentlemen, the people of this country ought to be served better 
after World War IT, than they were after the previous world conflict. 
Our shipyard facilities ought to be preserved in part at least, as a 
most invaluable asset of our national defense and peacetime economy, 
and at least a nucleus of skilled shipbuilding manpower and know- 
how should be retained in every significant and strategic region of this 
great country of ours. 

We are all only too familiar with the sad experience during two 
world wars, when it was necessary to create new shipyards and train 
new mechanics, because the shipyards had been permitted to fall into 
disuse and the manpower dispersed among many other industries and 
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into other localities. The time necessary for reestablishing the yards 
could have meant national disaster, and the cost in money was tre- 
mendous. 

If history or pera? are any guides at all, is it not clear that we 
simply cannot afford to repeat and repeat our past mistakes and 
errors? Is it not abundantly clear that we must maintain shipyard 
facilities in all strategic and significant areas or coasts of the country, 
for purposes of national defense and our peacetime economy, if we 
are to avoid such costly neglect ? 

In every type of undertaking where the Federal Government spends 
»ublic money in the States, it distributes that money on some equitable 
sae among all the States. Every region, every area, every group, 
every industry, somehow, somewhere, and to some extent, receives 
consideration and some allotment in a democracy such as ours, under 
our representative form of government. 

There is a long tradition that every region is entitled to an equitable 
consideration and participation, and that the wealth and welfare of 
every section of the peeple is the concern of the Congress and of the 
Nation as a whole. 

In view of this fundamental policy of a democratic nation, and in 
its application everywhere in our country’s history, is it not perfectly 
logical and just to ask for a fair distribution of contracts for ship- 
building to all areas including the west and Gulf coasts, with facilities 
already there in being, with men depending on them for jobs, and 
above all else, with only a bare minimum of facilities and men left, 
after the tremendous declines after the war years? 

May we submit that on any program that may be developed, calling 
for subsidies or any other methods for the development and mainte- 
nance of our merchant marine, that the awards of contracts for the con- 
struction of the additional vessels by any Federal agency be made on a 
truly national basis, with due consideration given to every region, 
from the standpoint of national defense and the peacetime develop- 
ment of our shipbuilding industry as a national asset. Such con- 
tracts should be let, may we add, on a regional or tonnage basis, so that 
each area can be fully and fairly represented. The metal trades de- 
yartment would be sorely disappointed, in view of its efforts over the 
fast 40 years in promoting the development of an American merchant 
marine, to find that we were merely repeating the errors after World 
War I, letting the shipbuilding industry dwindle, generally, and per- 
mitting the part which did survive, to pass into the hands of a small 
minority along the Atlantic coast. 

For these reasons we urge this committee to promptly approve this 
measure, and further, that you will seek equally prompt action from 
your colleagues in the House of Representatives. 

To illustrate how we in the metal trades department, and in the 
entire American Federation of Labor feel about our American mari- 
time industry, I ask permission to insert into the record the report of 
President James A. Brownlow to the forty-second annual convention 
of the metal trades department, unanimous resolutions adopted by 
our forty-second annual metal trades department convention, and the 
seventieth annual convention of the American Federation of Labor, 
at San Francisco, Calif., September 1951. 

Mr. Chairman, attached to this statement is a report made by 
President Brownlow in connection with the shipbuilding and mer- 
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chant marine. T do not know whether it is necessary to read it, but 
it sets forth fully the position of the department in connection with 
the need for the maintenance of a merchant marine in this country, 
and I would like to have that inserted in the record along with a 
resolution that was adopted by the forty-second annual convention of 
the metal trades department held at San Francisco, Calif., September 
10, 1951. 

This resolution was also adopted by the American Federation of 
Labor in the same convention city. 

If I can take a little of your time, I would like to read to you the 
contents of the resolution. 


Whereas the metal trades departinent, and its affiliated unions, has stressed, 
time and time again, the necessity of maintaining our shipbuilding industry in a 
condition which will make rapid expansion possible in time of emergency or 
war: and 

Whereas representations to this effect have been made repeatedly to the 
Congress, the old Maritime Commission, the new Maritime Administration, and 
to the President: and 

Whereas the present Korean crisis as well as our decision to send troops to 
Europe and other areas has focused attention upon the grave deficiencies of our 
American merchant fleet, and vividly portrays our national indifference to the 
lessons we should have learned as a result of both World Wars I and II: and 

Whereas there has not been planned, even at this erucial date, any substantial 
privately owned and operated merchant fleet expansion in order to guarantee 
our Nation merehant ships of sufficient speed for modern war and a fleet suffi- 
ciently well-balanced to assume a vital role as a military auxiliary in event of 
global conflict; and 

Whereas this Nation is now seriously, even desperately, deficient in fast 
passenger-carrying vessels quickly convertible to carry military personnel, and 
needs additional fast, large, ore-carrying ships and tankers to serve our remobili- 
zation and military preparedness, as well as an expanded economy: Therefore 
be it 

Resolved, That this convention of the metal trades department protests vigor- 
eusly, and with all the force at their command, the repeated delay and national 
neglect in this matter: and be it further 

Resolved, That we condemn as short-sighted any policy that would have the 
United States place its reliance upon the shipping, shipbuilding, or ship regard 
of other nations in time of danger and peril, and be it further recognized that 
there can be no dependency placed upon other nations to protect the United 
States in time of crisis: and further that we must be self-sufficient in the carrying 
of our commerce ; and be it further 

Resolved, That the delegate of this department to the Convention of the Ameri- 
ean Federation of Labor be instructed to introduce a resolution into that conven- 
tion requesting the American Federation. of Labor to reaffirin its consistent 
policy, and urge the Congress of the United States, and such other agencies of 
Government responsbile, to implement our merchant marine: and further that 
the declared policy of building, operating, and maintaining a strong American 
merchant marine by private enterprise, be encouraged and aided by the Govern- 
ment to the extent necessary to guarantee a merchant fleet sufficient in numbers, 
tonnage, and speed to adequately serve the needs of our domestic and foreign 
commerce and national security. 


(The report of Mr. Brownlow referred to is as follows:) 
SHIPBUILDING AND THE MERCHANT MARINE 


(Report by President James A. Brownlow, Metal Trades Department (AFL), 
forty-second annual convention, San Francisco, September 10, 1951) 


One of the most challenging conditions existing in our country today is whether 
or not the United States should have a merchant marine compatible with its 
standing among the nations of the world. 

A short-sighted policy permitted the deterioration of our merchant marine im- 
mediately following the Second World War, to a point where we were a stagger- 
ing sixth among the nations of the world. 
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Constant agitation on the part of the metal trades department, the Nationa) 
Federation of American Shipping, propeller clubs, Members of Congress, and 
representatives of the cities on our coastal areas where shipbuilding and ship 
operating is an essential part of their economy, has kept this issue before the 
national administration and the Congress of the United States. 

Even in view of this, it could be questioned that the combined efforts of those 
interested in the developing of an American merchant marine would have been 
of any avail were it not for the aspect of national defense. 

Initially there were adherents of building strong foreign merchant marines 
at the expense of the United States, in the belief that it would help close the 
dollar gap between the United States and our foreign friendly countries. It is 
absurd to expect that the dollar gap can be closed by the turning over of the 
American merchant marine to foreign countries. This undertaking should not 
be charged to any single industry and most certainly not to an industry as impor- 
tant to our national welfare as the merchant marine. 

Then there were those who said that operating expense and shipbuilding costs 
were so great in the United States and on our American-flag ships that it was 
impossible for us to compete with foreign countries. Acain, the merchant marine 
cannot be the sole industry compelled to compete with foreign countries at the 
cost of a reduction in the standard of living of the American sailor or the 
American shipbuilder. 

We must not lose sight of the fact that most foreign countries subsidize, almost 
in their entirety, the merchant marines of their countries, and the further 
incongruity is that the United States is subsidizing at the present, through ECA, a 
great part of the merchant marines of all the foreign countries participants in 
ECA. 

There has been a general awakening in the United States as to our shipping 
and shipbuilding needs. There has been a reorganization of the Maritime 
Commission, and an increase in our maritime activities. 

At the present time 35 vessels of modern design are either in the course of 
construction or have been contracted for, and some large passenger ships have 
recently been commissioned. These vessels are fast and are easily convertible to 
national defense needs. They represent the first real gesture toward the reestab- 
lishment of a merchant marine comparable to those possessed by some of the 
other nations. 

However, even in the face of this development we might examine brietly what 
is happening in other countries in shipbuilding. 

At the present time in the United States there are under contract 58 seagoing 
vessels with a total of 682,000 gross tons. These include 30 of the mariner-type 
ships. On the Great Lakes there are 19 vessels of 215,870 gross tons. These 
vessels are principally ore carriers. 

In Japan alone, there are 39 vessels with a gross tonnage of 268,000, 

One can readily see that by deducting the 30 mariner-type vessels, grossing 
360,000 tons, the United States is not building any more than Japan, whose 
merchant marine is being rehabilitated mostly with American money. 

It has been the contention of the metal trades department that the United 
States should retain its standing among the commercial nations of the world. 
United States-flag ships should sail all seas and penetrate all harbors, carrying 
our exports and imports. As a nation we should not allow our skilled ship- 
huilding mechanics and ship-operating personnel to become dispersed and be 
deprived of the opportunity to engage in the work in which they are skilled, 
or our shipyards and other ship maintenance facilities to become dissipated, 
deteriorated and, in many instances, unfit for future use. 

Perhaps most important is that the United States must remain independent of 
any nation or group of nations in the carrying of our commerce and in maintain- 
ing our first line of national defense. National emergencies must never find us 
again dependent upon the ships of other nations to carry our troops or implements 
of war. 

It would be assumed that two experiences would suffice to impress upon us the 
magnitude of successive blunders and fully prepare us for future needs. Quite the 
contrary is true, however. As late as mid-1950 there were loud clamors emanat- 
ing from some spokesmen for the Government that the sacrificing of our mer- 
chant marine would aid in the closing of the dollar gap existing between the 
United States and some foreign countries. 

The belief that American products and exports should be carried in foreign 
bottoms also had its strong advocates. In fact, this advocacy was put into 
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practice to the exclusion of the use of American ships until Congress insisted, by 
statute, that at least one-half of United States Government financed and provided 
goods and products be carried in American bottoms. 

Of further consideration is the fact that there must be a more equitable distri- 
bution than has existed up to the present time of shipbuilding and ship repair. 
The three coastal areas must share in our national maritime development if 
balance and equity are to be retained. 

Your president believes that recognition of the problem of the merchant marine 
must be faced and that the full force of the metal trades department and the 
American Federation of Labor be used to the end that we can again say we are 
independent of any nation or group of nations in the carrying of our commerce. 


RESOLUTION—-ADEQUATE MERCHANT MARINE 


Adopted unanimously by forty-second annnual convention, Metal Trades De- 
partment (AFL) San Francisco, Calif., September 10, 1951; adopted unani- 
miously by seventieth annual convention, American Federation of Labor, San 
Francisco, Calif., September 25, 1951) 


Whereas the metal trades department, and its affilinted unions, has stressed, 
time and time again, the necessity of maintaining our shipbuilding industry in a 
conditions which will make rapid expansion possible in time of emergency or war; 
and 

Whereas representations to this effect have been made repeatedly to the 
Congress, the old Maritime Commission, the new Maritime Administration, and 
to the President : and 

Whereas the present Korean crisis as well as our decision to send troops to 
Europe and other areas has focused attention upon the grace deficiencies of our 
American merchant fleet, and vividly portrays our national indifference to the 
lessons we should have learned as a result of both World Wars LI and Il; and 

Whereas there has not heen planned, even at this crucial date, any substantial 
privately owned and operated merchant fleet expansion in order to guarantee our 
Nation merchant ships of sufficient speed for modern war and a fleet sufficiently 
well-balanced to assume a vital role as a military auxiliary in event of global 
conflict ; and 

Whereas this Nation is now seriously, even desperately, deficient in fast pas- 
senger-carrying vessels quickly convertible to carry military personnel, and needs 
additional fast, large ore-carrying ships and tankers to serve our remobilization 
and military preparedness, as well as an expanded economy: Therefore, be it 

Resolved, That this convention of the metal trades department protests vig- 
orously, and with all the force at their command, the repeated delay and na- 
tional neglect in this matter; and be it further 

Resolved, That we condemn as short-sighted any policy that would have the 
United States place its reliance upon the shipping, shipbuilding, or ship repair of 
other nations in time of danger and peril, and be it further recognized that there 
can be no dependency placed upon other nations to protect the United States in 
time of crisis: and further that we must be self-sufficient in the carrying of 
our commerce ; and be it further 

Resolved, That the delegate of this department to the convention of the 
American Federation of Labor be instructed to introduce a resolution into that 
convention requesting the American Federation of Labor to reaffirm its consistent 
policy, and urge the Congress of the United States, and such other agencies of 
Government responsible, to implement our merchant marine: and further that 
the declared policy of building, operating, and maintaining a strong American 
merchant marine by private enterprise, be encouraged and aided by the Govern- 
ment to the extent necessary to guarantee a merchant fleet sufficient in numbers, 
tonnage, and speed to adequately serve the needs of our domestic and foreign 
commerce and national security. 

The CHatrman. Any questions, gentlemen? 

Mr. AtLEN. May I ask one or two questions ? 

The CHatrman. Mr. Allen. 

Mr. Aten. Mr. Gritta, I noticed your comment on shipbuilding, 
particularly on the west coast. Do you have any figures which show 
the variation between the high peak of employment in wartime and 
the low level to which employment has sunk since ? 
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Mr. Grirra. Well, I do 6, have the figures in front of me, Mr. 
Congressman, but as near as I can remember, the high peak of em- 
ployment on the Pacific trod was in the year of 1943 or 1944, at 
which time there was approximately a million people working in ‘the 
ship repair and shipbuilding industry on the west coast. And I 
believe the low peak of employment was in the year of 1949 when 
that work force had dwindled to about 2,500 or less. 

Mr. ALLEN. Do you have any estimate of what the number should 
be in a continuous force which would be a nucleus for an expansion, 
if necessary, on the west coast ? 

Mr. Grirra. Well, I would think that a good nucleus on the west 
coast would be about 10 percent of what their peak employment was. 
In 1943 or 1944 that employment was approximately a million. I 
think there should be a hundred thousand people employed on the 
west coast in shipbuilding and ship-repair industries. 

Mr. Auten. Does that include the navy yards as well as the 
private yards ¢ 

Mr. Grirra. No; that would not include the navy yards, sir. 

Mr. ALLEN. There is one other question or line of questions. 

Do you have any figures by which you could compare for us the 
wages paid on board ship with wages paid for shore labor of some- 
what similar skills and trades ? 

Mr. Grirra. [ am not qualified to answer that question because the 
metal trades department is such that it does not deal with the workers 
on board ship. We are primarily involved in ship repair and ship- 
building. 

Mr. Auven. Thank you. 

The Cuamman. Any other questions? 

Mr. Weicne.. Mr. Chairman ?¢ 

The Cuamman. Mr. Weichel. 

Mr. Wetcuer. With reference to the number of people employed 
in the shipbuilding industry during this peak that you talked about, 
is it not a fact that during the war there was agreement with this 
Government with Great Britain that they continue their regular 
standard shipbuilding program, and they did not build any wartime 
ships and we built all the wartime ships; and after our great increase 
in shipbuilding, the English went right along with the regular pro- 
gram of ships and we provided all these others? Is that right / 

Mr. Grirra. Well, 1 do not know whether there is any such agree- 
ment, but I imagine with all the bombs that were being dropped on 
London it would have been kind of hard for them to build ships during 
the war. 

Mr. Weicuet. They did build them. They built their regular 
ships. They did not build any wartime ships. 

Mr. Grirra. That is right. 

Mr. Wertcurn. They built their regular ships. So when the war 
was over the English had their regular commercial ships. And the 
fact is that more than a year ago they had nearly more than 20 percent 
dead-weight tonnage over what they did before the war. They had 
something like 24.5 million dead- weight tons a year ago, and before the 
war they ‘had only 20 million. They continued the regular program 
and we did not. We were the good fellows and built all the wartime 
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ships and did not build any commercial ships. That did account 
somewhat for this increased employment. 

Mr. Gritrra. Well, that may be so. 

The Cuairman. Any further questions ¢ 

Thank you very much, Mr. Gritta. 

The committee will now adjourn until 10 o’clock tomorrow morn- 
ing and hear the remaining witnesses in favor of the legislation, and 
perhaps some of the Government witnesses also, 

(Thereupon, at 12:01 p. m., the committee recessed until 10 a. m., 
Wednesday, April 30, 1952.) 
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WEDNESDAY, APRIL 30, 1952 


House or REPRESENTATIVES, 
ComMMirrer oN Mercuant Marine And FISHERTES, 
Washington, D.C. 


The committee met, pursuant to recess, at 10:05 a. m., in the com- 
mittee room, Old House Office Building, Hon. Edward J. Hart (chair- 
man) presiding. 

Present: Representatives Hart, Bonner, Robeson, Ikard, Weichel, 
Tollefson, Allen, Butler, Sheehan, Mumma, Van Pelt, and McIntire. 

The Cuamman. The committee will come to order, please. 

I note Mr. Bailey’s welcomed and continued presence in the audi- 
ence, and Mr. Van Pelt, Mr. Bailey, expressed a wish to extend a few 
questions to you. Would you be kind enough to take the stand ¢ 

Mr. Baitey. Thank you, Mr. Chairman. I would be delighted to. 


STATEMENT OF FRAZIER BAILEY—Resumed 


Mr. Van Pevr. Mr. Bailey, I refer to page 3 of your original state 
ment. [Reading:] 

If the shareholders are willing to forego dividends to reinforce the stability 
of their business, it seems that Government could afford temporarily to forego 
the immediately accrued income taxes on such portions of the earnings as are 
retained in the business and promptly invested in new ships. 

Pursuing the question a little further of Mr. Bennett last week 
regarding just how temporary the withholding of these taxes is, one 
of the men testifying here seemed to leave the impression that it was 
very, very indefinite as to when the Government would be able to 
collect those taxes, if at all. 

Mr. Battery. Mr. Van Pelt, we were impressed with the question, 
too, and it is a very proper question and it is a technical question. 

We went back to our office and had our research and certified public 
accountant carry this process through four ships and a period of 20 
years to show what we call the recurring deferments, how the obliga- 
tion remains, and how the Government actually receives the full 
amount of the tax which is deferred at a subsequent date. 

I have a copy of the statement here if the members of the committee 
would like to follow it, and I will be very happy to submit it for the 
record. 

But the over-all effect is that the earnings of the first vessel are 
carried over to the second vessel and the third vessel and the fourth 
vessel, and each of them has a period of 5 years’ operation. 

The total earnings of the four vessels through the 20-year period. 
on the assumptions which we make here are $4 million. The tax rate 
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on $4 million at the present existing rate of 52 percent would be 
$2,080,000. 

Obviously you cannot take all of your earnings of a steamship com- 
pany and defer them, because your stockholders and shareholders have 
to have something. So we assumed a division of one-half of those to 
be divided as dividends, upon which we immediately pay the tax, 
and we assumed that through the period of 20 years that $2,000,000 
would be plowed back into the business on a tax-deferred basis. 

Now in the statement we have here—I do not know whether the 
members would like to follow this or not. If so, those are available. 

The Cuaimman. I think the statement has been distributed to the 
members. 

Mr. Battery. All right. 

In the lower left-hand corner of the statement you will see the total 
tax liability on the $4 million earned by- the four ships during the 
20-year period, which is a tax lability of $2,080,000. 

Now at the end of the period we have to assume the contract is going 
to expire or the operator is going to liquidate. Otherwise the process 
continues until such a point is reached. But the principle involved 
through any succeeding period is exactly the same as it is here. 

Now at the end of this period the operator would have in his reserve 
fund for reinvestment in ships on a tax-deferred basis, as shown in 
column 9, under the heading of “Reserve fund”—the distributed earn- 
ings and the reserve earnings have been shown in two columns under 
that heading—a total of $1,153,125 in his reserve fund which he 
may reinvest in ships and continue the deferment. Or, if he does 
not do that, he must forthwith pay the tax on that amount, which is 
$599,625. 

Then as to that vessel A, when we start our business we have alto- 
gether tax-paid funds. They are the free funds the operator has. 
He must start his business with a million dollars of his own money. 
He has no earnings at that time to plow back. So vessel A has no 
unliquidated tax liability. 

When we come to vessel B there has been deposited from the earn- 
ings of vessel A into vessel B $200,000, as shown in column 3, of tax- 
deferred funds, and in order to acquire vessel B with a million dol- 
lars, the shipowner must put up $800,000 of his own money. 

Then we carry that process through the earnings of two ships for 
the next 5-year period, and vessel B at the end of the 20-year period, 
having operated for 15 years, has liquidated three-quarters of the tax 
liability—liquidated in the sense that it has gone over it to the suc- 
ceeding vessel. So one-quarter of the $200,000 has not been liqui- 
dated, and the one-quarter, at 52 percent, as shown in the lower right- 
hand corner, is $26,000. 

Then we come to vessel C. By the time we get to vessel C the aceu- 
mulated reserve earnings amount to $450,000. Whereupon the owner 
is required to find only $550,000 of free funds in order to acquire the 
third vessel for a million dollars. 

Then the three vessels operate over the period as shown in colunms 
5 to 10, inclusive. 

Now at the point of liquidation, if it occurs at the end of the 20- 
year period, vessel C would have operated 10 years of the 20-y “ar 
period and, therefore, will have liquidated one-half of the $450,000 
of tax-deferred funds which were so invested. Now the $450,000, 
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one-half of which is unliquidated, at a 52-percent tax, assuming that 
the tax rate is constant, will give us $117,000 unliquidated deferred 
taxes at that period. 

Then we come to the third vessel. Suecessively the same principle 
follows through, but only having operated 5 years of the 20-year 
veriod, three-quarters of the $762,500 to which the amount has grown 
is unliquidated, and that is payable at 52 percent or 8297375. 

Now if you add the taxes which are unliquidated in the three 
vessels which have unliquidated tax liability to the liability for taxes 
on the cash on hand at that time, we have a total as shown in the lower 
right-hand corner of the statement of $1,040,000 that is due and pay- 
able. And you just have to pay it at the time. 

Now you already have paid the tax on one-half of the earnings 
which have been distributed in dividends during the 20-year period, 
as shown under item B, of $1,040,000. If you will notice, then the 
$2,080,000 balances with the $2,080,000 which was the tax liability on 
the total amount of funds earned during the period. 

It is a rather complicated system. I realize that. We found it so 
ourselves. But you can see from this if we take the time and follow it 
step by step—I might say that this was done by our certified public 
accountant. It is mathematically correct. 

This same question, if I may answer your question a little further, 
sir, arose In the Senate, and Senator Magnuson asked the witness from 
the Treasury Department whether there was any way under the pro- 
visions of S, 241, which he was then considering, by which the ship- 
owner could avoid or diminish his tax liability. 

The Treasury Department representative said, “Yes,” he thought 
there was. 

Senator Magnuson said, “Will you kindly tell me how it could be 
done ?” 

He said, “Of course, first, we have got to assume a constant tax 
rate.” 

“That is all right,” the Senator said, “because it may go up and it 
may go down. We can assume a constant tax rate.” 

The Treasury representative said, “Yes. At the end of the period, 
at the time of liquidation, you might be able to liquidate your tax 
liability on a capital-gains basis rather than upon the deferred-rate 
basis of corporate taxes which were in effect at the time of defer- 
ment.” 

And Senator Magnuson said, “Well, can you draw an amendment 
that will close that loophole?” 

And the Treasury representative said he could. He did draw such 
an amendment. It is now included, I believe, as pages 11 and 12 of 
S. 241 which is before you gentlemen, in which it says that in the 
event there are unliquidated tax liabilities in any assets at the time 
of liquidation, that the tax payable will be at the short-range capital 
gain, which, of course, is the corporate rate rather than the long- 
range capital gains. 

I think you can get assurances from the Treasury who drafted the 
amendment that that loophole is closed and that the bill does provide 
tax deferment, and that tax deferment is only deferment and is ulti- 
mately liquidated and cannot be avoided. 

The Senator made another observation which, to us, was interesting. 
He said that he was not too much concerned about the delay in col- 
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lection as long as it was certain that the collection was ultimately 
made, and he said that he thought the Government of the United 
States could afford the delay in payment as long as the money was 
actively and continuously employed in the building of ships and the 
carrying of commerce and the provision of nation: 1a] defense vessels, 
und as long as the stockholders were prepared to forego their divi- 
dends which they otherwise would have distributed, that the United 
States could forego it and that the length of the period was not of 
great concern to him as long as the ultimate liability continued and 
had to be liquidated. 

I am sorry to have made such a long explanation, but it is a eompli- 
cated statement. If there are any items of the computation which are 
not perfectly clear I would be very happy to elucidate on them. 

Mr. Van Petr. I think that answers my question, Mr. Bailey, and 
I thank you. 

The Cyaan. Any other questions to be addressed to Mr. Bailey / 

Mr. Auten. Mr. Chairman, is the statement and tabulation to be 
included in the record ¢ 

The Cuairrman. Oh, yes. Thank you, Mr. Bailey. 

Mr. Bamtey. Thank you very much, Mr. Chairman. You have 
been very patient with me. 

(The material referred to is as follows:) 


NATIONAL FEDERATION OF AMERICAN SHIPPING, INC., 
Washington 6, D. C., April 28, 1952. 
Hion. Epwarp J. Harr, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington 25, D.C. 

Dear Mr. Harr: During the hearings on the long-range shipping bill, S. 241, 
we have been questioned concerning the effect of certain provisions of the bill 
and as to their operation in actual practice. With your permission, we would 
like to give direct answers to some of the questions asked of this and other wit- 
nesses during the course of these hearings. 

1. Recurring tar deferment.—We have been asked to demonstrate that under 
the privilege of recurring tax deferment, the Government actually receives at a 
later date the full amount of the tax deferment, and that no opportunity is 
afforded to avoid or diminish such tax liability. 

This question was raised in the Senate when the Treasury Depurtment was 
testifying. Senator Magnuson, committee chairman, observed that he was not 
too much concerned about the duration ot deferment, if in fact the Government 
actually recovered at a later date the full amount of the taxes so deferred, pro- 
vided the money was actively and continuously employed in successively build- 
ing and operating ships: expanding the merchant murine; providing military 
auxiliaries; and furnishing American-flag shipping for the carriage of our im- 
ports and exports. He said that he felt the Government could well afford defer- 
ment under such circumstances if the stockholders of the shipping companies 
were willing to correspondingly forego their dividends. The Treasury repre- 
sentative was then asked whether there was any way under the bill as then 
drafted by which the taxpayer could avoid or diminish the tax liability. The 
rep'y indicated that there was no way to avoid the ultimate payment, but that 
there might be the possibility of diminishment at the end of the contract or in 
liquidation, by substituting capital gains taxes for the corporate income and 
surtaxes Which might have heen deferred. Senator Magnuson asked that an 
amendment be drafted which would fereclose such a possibility. Such an 
amendment was suggested by Treasury and was incorporated in S. 241 in the 
Senate. Tt is contained in the bill on pages 11 and 12. 

In order to demonstrate how recurring deferred taxes on shipping earnings 
continue to retain their liability for taxes, we have worked out an example 
through four vessels and 20 years, as per statement attached. This was prepared 
by research specialists and certified public accountants of the Federation. [t is 
mathematically correct but necessarily requires certain hypothetical assumptions. 


In brief explanation, we have assumed that vessel A at the beginning of the 
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period has an acquisition cost of $1,000,000, all of which are tax-paid funds of 
the operator; that such vessel earns 8 percent on her investment (after norma! 
depreciation) through a period of 5 years, or $400,009 (column V); that these 
earnings are distributed—one-half to the stockholders and one-half deposited in 
the reserve fund, tax deferred, for reinvestment in ships (column IX); that the 
amount of the tax paid on the distributed earnings is one-half of the total tax 
liability (columns VIII and X). 

We then proceed to vessel B for the second 5-year period with a = similar 
acquisition cost of $1,000,000, but having $200,000 in the reserve fund the ship 
owner is only required to put up $800,000 of free funds. The vessel is assumed 
to have similar earnings (after normal depreciation), but her earnings during 
the 5-year period are increased by $50,000 (column VI—being 5 times 5 percent, 
or 25 percent of $200,000 reduced, depreciation allowance), making the tota 
taxable earnings $450,000 (column VIII). This amount is then distributed 

$200,000 to stoc kholders and the remaining $250,000 is placed in the reserve fund 
for deferred tax reinvestment (column IX). The amount of tax paid on the 
distributed funds is, of course, the same (column X). 

This same principle is continued through vessels C and D. 

The summary is shown in the lower left-hand corner, and the total tax liability 
of 52 percent on the aggregate earnings of the four vessels during the 20-year 
period (column V) is equal to $2,080,000. 

The liquidation of the tax deferred liability is shown in the lower right-hand 
corner : 

Cash on hand in reserve fund at end of period (columm IN) _-- -- $1, 153, 
At 52 percent SEs = ; weet Cities Duy, aa 


Unliquidated deferred taxes on the four vessels us follows: 


Vessel A: No tax deferred funds involved. 
Vessel B: Unliquidated tax-deferred liability for the remaining one- 

quarter of the 20-year period_______- ead ed $26, 000 
Vessel C: Unliquidated tax-deferred li: ibility ‘for the: rem: Lining one 

half of the 20-year period_____~ ‘ , = 117, 00 
Vessel D: Unliquidated tax-de ferred liability for the remaining thre 1 


quarters of the 20-year period____---__. ‘ ‘ ° 297, 575 
Total deferred tax liability 1, 040, O00 
Taxes paid on earnings distributed as dividends__ __- , . O40, 000 


Ageregate tax liability, paid and deferred ’ . 2 O80, O00 


2. Equalization of tax benefits to subsidized and nonsubsidized operators 
These have heen equalized in S. 241 to the extent possible. As these are two 
distinetly different types of operation, there are necessarily some minor dif 
ferences, in their treatment. There is no substantial difference, however. in 
their value. Where a minor advantage may be claimed for one, it can be shown 
that there is a compensating advantage to the other. The differences are minor 
in character, and equalization to the extent possible has been the constant 
effort. 

3. Change in character of subsidy sustem.—There has heen reference to the 
desirability of changing the pattern of the subsidy system under the 1926 act 
to some other form, and that of ton-mile payments has been suggested. T be 
lieve all of the substantial elements of the industry would be opposed to any 
change from parity and the trade-route pattern. This objection would he shared 
hy the Government agencies. The State Department has said that as lone as 
American shipping subsidies are on the parity philosophy, and American ship 
ping is given Government aid only to the extent of equal economic opportunity, 
they have no difficulty in dealing with this subject in our relations with foreign 
countries. 

Our Government tried many vears ago a system of paving shipping subsidies 
bused upon a milenge besis for the ontward vovages. These were known as 
ocean-mail contracts. Abuses resulted in the Black committee investigation 
and the cancellation of all such outstanding contracts, which were replaced by 
the operating-differential-snbsidy contracts under the 1936 act 

The 1926 act is intended not only to build up a merchant nuirine. and te 
provide national defense auxiliaries (among other considerations), but specifi 
enlly is for the purpese of aiding the develonoment of the foreign trade and com 
merce of the United States throngh providing American-flag services on regu 
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lar schedules over fixed routes. Any arbitrary mileage or ton-mileage subsidy 
would not have the present sound foundation of parity. The American ship- 
ping industry is not seeking a hand-out, as such a suggested subsidy would be 
viewed by the public. We ask only the equalization of our higher building and 
operating costs. These high expenses are due to American standards of living, 
wages, safety and other regulations, which are the product of the American sys- 
tem. It is not inconsistent for our Government to absorb the extra costs which 
it primarily creates. 

4. There has been a suggestion that the essential trade-route pattern is static 
and outmoded.—One witness inferred that the trade-route pattern was static 
and outmoded; that it did not take into account changing conditions in world 
tratlic and world trading. Such a contention is completely unrealistic. The 
Maritime Administration maintains a constant study of these trade routes. 
These routes are changed from time to time to meet changing traftic and other 
conditions in these trading areas. There is hardly a single route today which 
has not been substantially changed since originally designated. 

To infer that American shipping companies proceed blindly to run over 
these routes without regard to changing traffic conditions is un indictment 
which is not supported by the facts. 

5. Obligations and regulations of subsidized operators.—There has also been 
some discussion as to the obligations, limitations, and restrictions which are 
imposed upon the holders of operating-differential subsidy contracts as a con- 
sideration of the equalizing payments made by the Government. For the con- 
venience of the committee, I request that a statement of these be placed in 
the record as shown on pages 17 and 18 of the booklet on shipping subsidies issued 
by the Federation during the past year. It will be noted that there are 25 im- 
portant obligations, limitations, and restrictions which must be observed and 
conformed to under operating contracts alone. 

6. Limited number of subsidized operators.—While it is true that at present 
there is only a limited number of subsidized operators, this is not due to any 
restricted opportunity under the law, but rather to the fact that a large majority 
of American operators are not eligible for subsidy under the provisions of the 
1956 act. Of 1,288 privately owned American-flag ships, there are in operation 
teday 452 tankships; 154 dry-cargo vessels in the domestic services; 250 dry- 
cargo ships operating as tramp vessels, ore carriers, contract carriers, and other 
non-common-carrier operations. This leaves 245 dry-cargo vessels opeating under 
subsidy contracts, and 187 American-flag dry-cargo common carriers in the 
foreign trades which are eligible to but are not presently receiving subsidies. 
Seven companies, involving about 50 vessels, have applications pending before 
the Maritime Administration. This is quite a different picture from the state- 
ment made (or inferred) that only about 20 percent of the American Merchant 
Marine is enjoying the benefit of these contracts and that the remainder of the 
privately owned fleet is able to operate satisfactorily without such aid. I believe 
the vast majority of shipping authorities will agree that the reason even this 
number of dry-cargo common carriers in the foreign trade are operating with- 
out Government aid has been caused by the fact that international shipping 
has been prosperous and heavy cargoes have moved during the period immedi- 
ately following World War II. To these owners, it obviously appeared more 
desirable to be free of the restrictions and obligations of these contracts, than 
to have the money payments resulting. Now that international shipping is 
becoming more competitive and the spread between American and foreign costs 
inereased, these vessel owners will probably have to seek Government aid or 
divert to the protected domestic services. 

We say this, so that testimony before your committee, which to us has in 
some instances appeared confusing, may not prove misleading as to the neces- 
sity of equal economic opportunity for American shipping in the highly competi- 
tive international trade. 

7. Testimony of Government agencies.—We, of course, do not know what 
testimony will be presented. We anticipate that the Treasury testimony will 
reflect the tax-collector attitude. We do not say this in criticism, for were we 
responsible for the collection of taxes, we would probably be strongly inclined 
to their viewpoint. However, we do wish to stress the point that Treasury testi- 
mony will, in all probability, be the narrow, fiscal, departmental viewpoint, and 
we ask the committee to contrast their perfectly legitimate arguments, against 
the broader, more fundamental public and national interest. The Senate, under 
similar circumstances, has found the latter to be transcending. 


Yours very truly, 


Frazer A, BaILey. 
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302 LONG-RANGE SHIPPING BILL 
SHIPPING SUBSIDIES 
GOVERN MENT AIp TO INDUSTRY IN A FREE ENTERPRISE ECONOMY 
(By Frazer A. Bailey, president, National Federation of American Shipping, Ine.) 
MerCHANT MARINE Act, 1936 
TITLE I-—DECLAKATION OF POLICY 


“Seoerron LOL. It is necessary for the national defense and develop- 
ment of its foreign and domestic commerce that the United States shad 
have a Merchant Marine (a) sufficient to carry its domestic water- 
borne commerce and a substantial portion of the water-borne export 
and import foreign commerce of the United States and to provide ship- 
ping service on all routes essential for maintaining the flow of sucii 
domestic and foreign water-borne commerce at all times, (b) capable 
of serving as a naval and military auxiliary in time of war or national 
emergency, (¢) owned and operated under the United States flag by 
citizens of the United States insofar as may be practicable, and «) 
composed of the best-equipped, safest, and most suitable types of ves 
sels, constructed in the United States and manned with a trained and 
efficient citizen personnel. It is hereby declared to be the policy of the 
United States to foster the development and encourage the maintenance 
of such a Merchant Marine.” 


INTRODUCTION 


Timidity whispers, “Is it safe?” 
Expediency hints, “Is it politic?” 
Vanity suggests, “Is it popular?” 
But conscience asks, “Ls it right?” 
Punshon 
THE QUESTION 


To question why, under our American free-enterprise economy, shipping sub- 
sidies exist is completely understandable. It flows fromm perfectly logical reason- 
ing. It is the right of every citizen. 


THE CONCEPT 


Free enterprise envisions a minimum of artificindity. Under it, uian has the 
opportunity to employ his knowledge, enterprise, and energy with the least 
restriction compatible with the rights of his fellow man. There exists the oppor- 
tunity for reward in proportion to achievement. Man has the chance to apply 
his intelligence and energies to the creation and maintenance of a standard of 
living under which he and his family may not only enjoy the comforts, but also 
the luxuries of life. 

Under free enterprise it is not normally contemplated that public finaucial aid 
would exist, and such would not be necessary insofar as shipping is conceroed 
were it producing and selling in a domestic market 

Un-ortunately, the outside world is not built upon the American concept, dor 
does it function under a free-enterprise system. In many parts of the world 
in¢n are not permitted our freedom of action, and rewards do not follow achieve- 
ments proportionately. Labor does not always receive its full reward, and their 
stancards of living are far below the American level. 


PROTECTION OF AMERICAN BUSTNESS TRADITIONAL 


Protection of American business, be it industrial, mining or agricultural, against 
unfair competition from the products of cheap foreign labor is a traditional part 
of our American economic system. Such protection is in large measure respon- 
sible for the snecess of our enterprises, and for the stability and higher and 
happier standards of living which prevail in America. By such a policy and an 
enlightened attitude toward free workingmen, we are safeguarded from want 
and economic depressions which occur in less fortunate countries. 

The people of the United States, time and time again, have expressed their 
approval of this protective policy. The results which flow from it are the envy 
of all foreign countries, 
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This system shields American industry and its products from unfair compe- 
tition by cheap foreign labor through the operation of a protective tariff, and 
the imposition of an import duty upon entry. This tends to balance the com- 
petitive level and helps maintain comfortable American wages and living 
standards. 

In establishing this Government, our forebears provided for a state that 
guarantees life, liberty, and the means of pursuing happiness. Happiness was 
not within their power to give. It flows from man’s success, and his realization 
of its true component parts. The right to the pursuit of happiness means, among 
other things, education and opportunity. 

If we agree that our standard of living and welfare should be protected, 
it hardly can be contended that our manuficturers paying American standards 
of wages for its support have a real “opportunity” against the imported products 
of cheap foreign labor, except in a few isolated causes. Here is where the 
protective tariff steps in and balances the scales. 

On the same principle, “epportunity” in any true sense is denied American 
shipowners in the competitive foreign trades, unless the scale is again put into 
balance by the operation of ‘he parity differential su isidwv 

The Economie Survey of the American Merchant Marine by the United States 
Maritime Commission, issued in the fail of 1987 when Joseph P. Kennedy was 
Chairman, states: 

‘* * * Unfortunately, so far as shipping is concerned, the United States 
has developed as a protectionist country. Domestic industries, including those 
Which supply materials for the building and operation of ships, have been 
shielded by tariffs and thus enabled to waintain a price level above those of other 
countries. The merits and demerits of protectionism have no place in this 
discussion. The result with regard to shipping, however, has been that the 
American ship owner is forced to produce according to the American standard 
of living and to sell meanwhile in the unprotected international market.” 


AMERICAN SHIPPING NEEDS EQUAL COMPETITIVE OPPORTUNITY 


It requires no extended statement to remind the reader that the standard of 
living, wages, and salaries paid in the United States, vary sharply from those 
existing in countries with whose ships our vessels in the foreign trade compete ; 
nor is it necessary to point out to the reader, if he be an experienced business- 
man, the necessity of bringing about an equalization or balance of such produc- 
tion costs if realistic competition is to be maintained. No method of absorbing 
such excess Costs appears available except through some system of Government 
nid. 

American shipping in the international! trades must meet foreign competition, 
both in the procurement of equipment (the building of ships), and in their 
operation. Because this service is performed upon the high seas, it cannot be 
brought under the protection of our tariff system as is the case with other 
American enterprises. 

Congress, in the Merchant Marine Act of 1936, therefore, sought to effect the 
same general result by what may be ealled the “taritf operation in reverse.” 
Where the production cost of a foreign product—in this instance shipping serv- 
ices—cannot be brought up to the level of its corresponding American product, 
this is equalized under our shipping subsidy system by lowering the American 
cost (rather than raising the foreign cost) through equalizing Government aid. 
Such ships as are authorized to operate under subsidy contracts are thereby 
placed in a position of operating cost parity, where they may fairly compete 
and may quote the same rates and fares for international transportation services. 


AMERICAN SHIPYARDS Must Be PRESERVED 


Similarly, an American operator is enabled by the construction-differential 
subsidy provisions of the 1936 Merchant Marine Act to obtain a new vessel built 
in an American shipyard at the same cost as a vessel of similar capacity and 
utility purchased by his foreign competitor which is built in a foreign shipyard. 
The excess of the American cost over the foreign cost is called a construction- 
differential subsidy. The amount contributed by the Government is not paid to 
the shipowner, but to the shipbuilder. 

Thus, such a construction subsidy actuaily operates to protect American 
standards of living and wages of the workers employed in the American 
shipyards, and to maintain such establishments available when required for 
emergency purposes. It also guarantees the continuance of shipbuilding skills 
in America. : 
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In addition the Government may, and usually does, add particular features 
which enhance the value and utilization of such vessels for military purposes, 
by paying the additional cost resulting from their incorporation. These features 
muy be speed, gun platforms or foundations, additional compartmentation, rear- 
rangement of machinery to lessen the vulnerability to a single, or a few, torpedoes 
or shells, or any other feature considered by the United States Navy as justifying 
for defense purposes the additional cost thereof. 

General Eisenhower said recently that the Armed Forces are but the “cutting 
edge” of our national defense. The mighty American industrial power, and eco- 
nomie system, which manufactures our war material and sustains our civilian 
economy, is the powerhouse of this whole system, but the shafting which trans- 
mits this power to the “cutting edge” is our transportation system, of which the 
American merchant marine connecting the overseas and the domestic fronts is an 
extremely important integral part. 


History OF GOVERNMENT Arp To SHIPPING 


It is enlightening to examine historically conditions prior to the inauguration 
of this present system of Government aid to shipping. 

Before the enactment of the act of 1936 there had been a number of attempts 
to provide a workable system of Government assistance to American shipping in 
the foreign trades. All had failed. 

The indirect method was first attempted. Following the pattern of certain 
other maritime countries it was sought to stimulate our foreign trading ships by 
making payments for the carriage of ocean mail, representing not only the value 
of the actual transportation, but also compensation for the operation of American 
shipping lines over selected ocean routes. Through such payments, an attempt 
was made to remove some of the economic handicaps, and to stimulate the build- 
ing and operation of Ainerican ships on important foreign trade routes. 

This was not a new approach. As early as 1549 (143 years before Columbus’ 
famous voyage) the British Government, which incidentally was not plagued 
with unequal shipping costs, began to stimulate its “merchant navy” by dis- 
criminating custom duties. 

Great Britain in 1887 began the payment of cash subsidies for the maintenance 
of regular shipping services over routes important to the Empire. The first 
contract, with the then Peninsular Co. (now the P. & O.) called for weekly 
service to Spain and Portugal with Government assistance of $144,000 annually. 
This was long before the era of inflation. Service by this company with Govern- 
ment assistance was extended successively to Egypt in 1840, to India in 1842, 
and to Hong Kong in 1845. 

lurther large sums to build ships were made available to the Cunard Line 
for the North Atlantic route. Some of these funds were “grants,” some free of 
interest, and some interest-bearing only if and when earned. These shipping 
services became the backbone of the so-called Empire “life line.” 

France in 1661 subsidized a packet service in the Mediterranean and has since 
heen a great advocate of state aid to her merchant marine. Her merchant fleet 
of passenger and cargo vessels has been developed largely through state sub- 
sidies. 

Germany in 1886 granted a subsidy mail contract to the North German Lloyd 
of 4.4 million marks (equal to $2.2 million at thatt ime) per year for 15 years. 

Italy in 1851 initiated subsidized passenger and mail services, and today per- 
haps grants more different types of Government aid to her shipping than any 
other country. 

Japan in 1876 transferred 13 Government-owned ships to Mitsubishi Co., and 
granted 250,000 yen annually in subsidies, This was only 23 years after Com- 
modore Perry landed. She quickly adjusted herself to the ways of western 
competition, The rebuilding of the Japanese merchant marine and her ship- 
building plants (which she sacrificed to an abortive effort in World War II) 
is now taking place at a rapid pace and partly with American funds made avail- 
able through American-aid programs. 


History or UNITED STATES SHIPPING SUBSIDIES 


The United States began various efforts of a somewhat similar character to 
stimulate her merchant shipping: 

The act of March 3, 1945, authorized the first United States ocean mail sub- 
sidy contract. Under it, the Postmaster General advertised for bids for the 
transportation of the mails between the United States and foreign countries. 
’ayments Were on a service-poundage basis. This law was in effect 13 years. 
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The act of May 28, 1864, authorized the establishment of ocean mail service 
between the United States and Brazil. This law was later amended to include 
services to other countries, The authority ran for 11 years, 

The act of March 3, 1891, authorized the Postmaster General to enter into 
contracts for not less than 5 years nor more than 10 years, for the conveyance 
of mail by sea between the United States and certain foreign countries, 

The Merchant Marine Act of 1920 authorized the United States Shipping 
Board and the Postmaster General, jointly, to determine reasonable rates of 
compensation for vessels in commercial or postal services according to the pro- 
visions of the act of March 3, 1891. 

The Merchant Marine Act of 1928 authorized the Postmaster General to nego- 
tiate ocean-mail contracts with steamship companies in the foreign trade for 
carrying overseas mail at rates based upon mileage and service speed of the 
vessels. 


GOVERNMENT AID TO SHIPPING HELPS THE NATIONAL ECONOMY! 


Your Government demands 


essential American ship- 





ping services on all impor- 
tant worldtraderoutes for 
the constantly expanding for- 
eign commerce and secur- 
ity protection of our coun- 


try. Government aidhelps 





guarantee such services, 


Last year YOU paid in taxes 





the equivalent of one pack 
of cigarettes to help main- 


tain these vital services. 
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The Kennedy Economic Survey issued in 1937, before the effect of the 1936 
act could be felt, said: 

“One of the chief difficulties of the American merchant marine has been our 
lack of a stable policy. * * * 

“The history of the United States in subsidizing shipping has been most un- 
fortunate. We have generally acted under the lash of necessity which precluded 
the planning necessary to a sound commercial policy.” 








WHAT GOVERNMENT AID TO U. S. 
MERCHANT SHIPS MEANS TO YOU! 





: » +» modern, fast, dependable merchant ships espe- 
2 cialiy designed te serve the nation’s 31 essential 
: world trade routes. 








+ « » invested or obligated by private American ship 
owners to build this fleet of fine merchant ships. 





++» paid by private shipping lines receiving Govern- 
ment aid as wages and salaries to workers who op- 
erate these ships essential to the U. $. economy and 
national defense. 














NET RETAINED 
OPERATING SUBSIDY 





+++ 1938-48... “subsidized lines payments of Fed- 
eral... taxes $89,372,000 .. . approximately 2'/, 
times the total net retained operating differential 
subsidy.” 

U. S. Senate Merchant Marine Study ond Investigation . . . 1959 








Operating-Differential | 
Contracts 





Sou Gree 
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THE 1936 MercHANT MARINE AcT 


All of these American efforts, from 1845 up to 1936 having failed to adequately 
accomplish their purpose, contributed to and brought about the Merchant Marine 
Act of 1936. 

In the years prior to 1936, our foreign trading fleet was weak. We carried 
less than one-third of our own exports and imports. There was substantial 
public criticism and controversy because of the indirect character of the Gov- 
ernment-aid system, and the lack of relationship between the amount of mail 
transported (which was stated to be the purpose of the law) and the actual 
compensation paid. 

In this situation of a meager merchant marine, and with public criticism of 
the efforts used to strengthen it, a clear, frank, forthright method, and far- 
sighted courageous leadership was required. Fortunately, such was available. 

On March 4, 1935, President Franklin D. Roosevelt sent to Congress a Message 
on the merchant marine: 

“I present to the Congress the question of whether or not the United States 
should have an adequate merchant marine. 

“To me there are three reasons for answering this question in the affirmative, 
The first is that in time of peace subsidies granted by other nations, shipping 
combines, and other restrictive or rebating methods may well be used to the 
detriment of American shippers. The maintenance of fair conrpetition alone 
calls for American-flag ships of sufficient tonnage to carry a reasonable portion 
of our foreign commerce. 

“Second, in the event of a major war in which the United States is not involved, 
our commerce, in the absence of an adequate American merchant marine, might 
find itself seriously crippled because of its inability to secure bottoms for neutral 
peaceful foreign trade. 

“Third, in the event of a war in which the United States itself might be 
engaged, American-flag ships are obviously needed not only for naval auxiliaries 
but also for the maintenance of reasonable and necessary commercial intercourse 
with other nations. We should remember lessons learned in the last war. 

“In many instances in our history the Congress has provided for various kinds 
of diszuised subsidies to American shipping. * * * 

“T propose that we end this subterfuge. If the Congress decides that it will 
maintain a reasonably adequate American merchant marine I believe that it 
can well afford honestly to calla subsidy by its right name. 

“Approached in this way a subsidy amounts to a comparatively simple thing, 
It must be based upon providing for American shipping Government aid to mi ike 
up the differential between American and foreign shipping costs. * * e 

The Senate Committee on Commerce, considering the bills which resulted from 
the Preisdent’s message, reported : 

“In the United States our shipping is handicapped in foreign trade by the 
same factor which makes it difficult for us to compete with foreign nations in 
the production and manufacture of many commodities—our higher standards 
of living. * * * 

“The President, in his message to Congress, proposes a subsidy ‘based upon 
providing for American shipping Government aid to make up the differential 
between American and foreign shipping costs." * * * In this brief and most 
comprehensive statement is contained the germ of the new maritime law we 
hope to place upon our statute books. * - 

“We cannot improve upon the aii of the President in his message of 
March 4. He states the reasons why such legislation is needed.” 

As is evident from these quotations, the President asked for the enactment 
of a law which would equalize, through Government aid, the economic handicaps 
which burden American shipping and shipbuilding. He urged a pattern of 
complete frankness and that it be called by its real name, a subsidy law. 
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HOW I$ THE SUBSIDY DOLLAR TO SHIPPING SPENT? 











@ The wages of American seamen are the highest in the world. 
@ American seamen are the world’s best fed. 


@ American ship repairs and maintenance must be done in U. S. yards 
where wages are the worlds highest. 


@ Insurance is subsidized because damage is repaired by high wage Amer- 
ican Labor. 











Tne Resutt—Cost AND Errect 


The Department of State has said that as long as the parity concept is main- 
tained this law causes them no problem with our foreign relationships. Certain 
foreign competitor friends (naturally anxious to carry our commerce and earn 
our dollars) have been frank enough to say that upon the basis of equal economic 
opportunity there are no grounds for complaint by competing maritime nations. 

Subsidy payments to the American merchant marine are amazingly small. Of 
all the Federal subsidies paid, that to ship operators is the only one subject to 
recapture. Shipping is the only industry which returns substantial amounts to 
the United States Treasury. Only $85,000,000 net in an 11-year period was 
retained by all such operators—S83,000,000 per year. (See appendix ©, p. 20.) 

It is not contended, however, that so large a percentage of such payments 
(approximately 60 percent) will be returned in subsequent years. The periods 
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preceding and following the war were prosperous years for international ship 
ping—foreign and American alike. This is necessarily the case before and after 
times of international crisis. Nations gather their resources in anticipation of 
war and afterward there is a large distribution of material and foodstuffs for 
rehabilitation and for relief. Transoceanic transportation is in strong demand. 
When national security is at stake, the cost of obtaining the necessities to such 
a situation diminishes in importance. 

The cost of construction subsidies has been scmewhat higher than that required 
for operation. There obviously can be no recapture from shipping earnings as 
in the case of operating subsidies. Construction subsidies are, however, recap- 
tured in effect when the vessels for which they are provided are taken over by 
the Government during the course of construction or are requisitioned for public 
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use after being placed into service. The net cost of such construction subsidies 
(that is, the benefits that actually accrued to the shipowners and were utilized 
to obtain parity conditions with foreign competitors) amounted to $71,059,000 
over a period of 11 years. (See appendix C. p. 20.) 

It can be seen, therefore, that subsidy payments to the American merchant 
marine have been amazingly small in amount, particularly so when compared 
with other elements of the entire Federal subsidy and price support program. 
(See appendix D, p. 21.) 


Suip Supsipies GUARANTEE MARITIME SECURITY 


That the operating and the construction-differential subsidies have been 
effective is shown by the fact that in December of 1988 the subsidized segment 
of the American merchant marine consisted of 120 vessels of between 10 and 13 
knots speed, and of a total of 930,000 deadweight tons. The corresponding 
fleet today consists of 262 vessels of 15 to 18 knots (with passenger ships of 
considerably higher speed), and over 2,500,000 deadweight tons. While the 
number of ships and the total deadweight tonnage is approximately doubled, 
the increase in size, speed, and modern characteristics of the vessels far more 
than double their value and usefulness both for commerce and defense. 

Further, to furnish regular, dependable, year-round service to American 
importers and exporters and all Americans over all the important international 
trade routes beginning or ending at United States ports, there are in operation 
American-flag shipping services over 31 routes found by the United States Govern- 
ment to be essential to the foreign trade and commerce of the United States. 
These shipping services and the subsidy system which supports them makes it 
possible for American-flag ships, as the emissaries of our international trade 
and the carriers of our cargo and passengers, to be seen in every important 
seaport of the world. (See appendix B, p. 19.) 


PREMISE AND CONCLUSION 


If we accept the premise that American shipping in the foreign trades is a 
public and national necessity, it follows that it must be placed in a fair competitive 
position if it is to survive. 

The shipping provisions of the 1936 Merchant Marine Act do not assure profits, 
or guarantee against losses. 

Shipping subsidies do not constitute a bonus or a hand-out. 

The American shipowner must prove his worth in competition, in business 
methods, and in efficiency. 

While the American operator must adhere to his trade route, fixed schedules, 
and other contract requirements at all times, the foreigner is free to seek cargoes 
and profits where trade is briskest, and most remunerative. 

If the foreign shipowner is earning a profit, the American shipewner on nearly 
a “parity” basis may be assumed to be obtaining a like result. If losses are 
being encountered they should be relative. 

It has been alleged that. as the Government bears the excess wages over the 
foreign level, the shipowner would not diligently resist unjustified wage demands. 
The record shows conclusively to the contrary. Subsidized steamship operators 
have stood firm against unfair labor demands. They have upon occasions sus- 
rended service rather than submit. The pressure to yield has always been from 
the Government side. 

Recent events have placed upon the United States a role of great importance 
in world affairs. We lave become a leader in thought and action in the United 
Nations and among the strongest advocates of collective security and world peace. 
We are engaged in a gigantie effort to build our strength to meet these responsi- 
bilities. It is inconceivable that a nation so weak upon the seas that it can 
carry but a small part of its own commerce, and dependent upon others to carry 
its troops and materials of war in an emergency, could have great influence in 
world affairs. 

History has made it unmistakably clear that nations which have retired from, 

‘or have permitted their fleets to be driven from, international trading upon the 
high seas have not long remained important elements in the council of nations. 
The examples are numerous. 

Whether we like it or not, strength and only strength speaks in a commanding 
voice. The day of abstract justice is not yet with us. We would be unfaithful 
to ourselves, to our allies, and to dependent, defenseless peoples everywhere, were 
we to allow a major weakness in our over-all economic and defensive system. 





LONG-RANGE SHIPPING BILL 311 


It has been the traditional policy of the United States, when unfortunately 
faced with war, to carry the fight to the enemy, and to fight upon his soil, and not 
our own. By such a wise policy we have been saved the devastation and civilian 
suffering which is the unavoidable consequence of war and its aftermath. 


SHIPPING Sussipres ARE Two-Way STREETS 


Whatever facilitates commerce benefits a great many people. Too often it is 
assumed that the benefits of advanced commercial policy are limited to the 
immediate beneficiaries. 

Subsidies to shipping are designed not merely to encourage shipping and ship 
building, but for the broader purpose of developing international trade and for 
our national defense. 

Those who elect to accept shipping subsidies must also accept the obligations 
and responsibilities which go with them. These guarantee, among others, the 
maintenance of adequate, dependable American ocean transportation for our 
foreign commerce. (See appendix A, p. 17.) 

The 1936 Merchant Marine Act, with its fair, honest, and practical provisions 
in the public interest, has become the keystone of American maritime policy. 
Its intricate legal provisions are not generally of popular interest. It has not 
been the purpose of this document therefore to take the reader through all the 
technical provisions of this act of Congress. 


THE APPENDIX 


For the benefit of the interested reader and the student who may wish to 
analyze this comprehensive legislation, however, there follows an appendix which 
sets forth, as briefly as possible, many of the principal provisions of the 1956 
Merchant Marine Act. 

The appendix also contains additional information designed to help the reader 
understand more clearly why Government aid to shipping is necessary in a free- 
enterprise system. 


APPENDIX A 


SUMMARY OF PRINCIPAL OBLIGATIONS, LIMITATIONS, AND RESTRICTIONS IMPOSED 
ON HOLDERS OF SUBSIDY AGREEMENTS UNDER THE MERCHANT MARINE Act, 1936, 
AND THE BENEFITS ACCRUING TO THE HOLDERS OF SUCH AGREEMENTS AND TO THE 
GOVERN MENT 


OBLIGATIONS, LIMITATIONS, AND RESTRICTIONS 


1. Operating-differential subsidy agreements 

1. The contractor must own or purchase a suitable number of vessels of the 
type, size, and speed required to maintain the service. Such vessels may not 
be used in any other service without Government approval. 

2. The contractor must maintain common-carrier service for a period of years 
over an essential trade route specified in the contract on fixed schedule approved 
by the Government. 

3. One-half of the contractor's profits in excess of 10 percent of his capital is 
recapturable up to full reimbursement of operating subsidy, payments to be aver- 
aged over a 10-year period or the life of the contract, whichever is less in time. 

4. The contractor must provide a replacement vessel program to insure con- 
tinuity of service with modern ships, as may be required by the Government. 

5. Contractor must maintain capital and special reserve funds into which he 
must deposit: - 

(a) All depreciation on subsidized vessels. 

(b) All proceeds of sales, insurance recoveries, or other disposal of sub- 
sidized vessels. 

(c) Profits from subsidized vessels in excess of 10 percent of contractor's 
capital per annum, to provide against recapture liability and replacement. 
(Nos. 3 and 4 above.) 

6. Funds may not be withdrawn from reserve accounts other than: 

(a) To purchase ships or pay mortgage notes on subsidized vessels. 

(b) To release deposits at the end of contract or 10-year period after 
satisfying recapture liability and replacement program requirements. 
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(c) ‘Lo offset actual operating losses of subsidized vessels for a particular 
year. 

(d@) Funds actually reinvested in vessels are subject to tax deferment, 
but funds withdrawn are taxable of the year in which released. 

(e) Funds once invested in vessels are subject to continuous reinvestment 
through operation of the enpital reserve account, and are never available to 
contractor while service continues. 

. The contractor must not, except with specific approval of the Government : 

(a) Operate any chartered vessel under a subsidy contract. 

(b) Operate any vessel over 20 years old under a subsidy contract. 

(c) Engage in any auxiliary services directly or indirectly connected 
with the operation of subsidized vessels, such as stevedoring, ship repairing, 
ship chandlering, towboat or kindred services, 

(d) Operate unsubsidized vessels in competition with other subsidized 
lines. 

(e) While operating a subsidized service, engage through ownership, 
operation, or charter of any vessel, in the intercoastal or Coastwise protected 
trades of the United States, either directly or through affiliates, nor hold 
any pecuniary interest in any person or vessel in such service. 

(f) Effect any merger or consolidation, or directly or indirectly embark 
upon any new enterprise or business activity not connected with the business 
of shipping. 

(yg) Own, charter, or act as agent or broker for, or operate, any foreign- 
flag vessel competing with any American-flag service determined by the 
Government to be essential. 

(h) Operate any unsubsidized vessel in the subsidized service of the 
contractor. 

(7) Dispose of any interest in the subsidy agreement or make any agree- 
ment for maintenance, management, or operation of the service by others. 

&. All books and accounts must be kept on Government forms in aceordance 
with Government practice, and full and numerous reports must be submitted of 
any character required concerning any phase of the business. 

%. No employee may receive a salary in excess of $25,000 per annum. 

10. Contractor must comply with minimum manning requirements, wage scales, 
and working conditions, including carriage of cadets and apprentices as required 
by the Government. 

11. Contractor must use only materials and supplies ef United States origin. 


-! 


17. Construction-differential subsidy agreements 

1. Any vessel constructed with the aid of a construction-differential subsidy 
must be operated exclusively in the foreign trade. If operated in domestic trade 
in connection with a foreign operation, the contractor must repay to the Govern- 
ment a pro rata part of the construction subsidy. 

2. The United States may acquire ownership by payment of an amount not 
in excess of the depreciated cost to the contractor, together with the depreciated 
eost of capital improvements. 

3. The vessel must be insured against such risks and in such amounts by the 
owner as are required by the Government, 

tf. The vessel must be documented under the laws of the United States for not 
less than 20 vears, and thereafter as long as any indebtedness thereon is due to 
the United States, 

BENEFITS 


IT. Operating-differential subsidy agreements 

A. To the operators.—1. The American operator is placed on a parity with his 
foreign competitor with respect to certain operating costs of the vessel through 
payment by the Government of the excess cost of insurance, American labor 
employed on the ships and of American materials and other items used in their 
maintenance and operation, over and above the corresponding costs borne by the 
foreign competitor. 

2. Under the tax settlement agreement with the Treasury Department, all 
earnings, including eapital gains, deposited in the taxpayer's reserve funds are 
tax deferred if used for certain purposes, 


oO) 
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B. To the Government.—1, Assurance of the development and maintenance of 
an American merchant marine available for national defense. 

2. Assurance of adequate American-flag service on an essential foreign-trade 
route through : 

(a) Continement of operations to such routes. 

(6) Requirement of minimum number of sailings. 

(c) Perpetuity of service through requirement of long-range program for 
replacement of obsolete tonnage, and the requirement of reserve funds 
through which replacements are to be made and maintenance of service 
assured. 

3. Maintenance of a Naval Reserve force through requirement that officers, if 
eligible, must be members of United States Naval Reserve. 

4. Increased employment of American citizens through resulting increase in 
services and requirement that all licensed officers, all seamen employed on cargo 
vessels, and 90 percent of seamen employed on passenger vessels, be American 
citizens. 

5. Required use of American supplies and materials whenever practicable and 
performance of repairs in United States except in emergencies. 

6. Right to recapture, up to the full amount of operating-differential subsidy 
paid, one-half of all profits in excess of an average of 10 percent per annum 
upon capital investment employed in the business, 

7. Availability in war of vessels and crews for use in national defense. 


II. Construction-differential subsidy agreements 

A. To the shipowner—1. Shipowner is enabled to obtain new ship built in 
American vards at foreign-construction cost, the excess in cost over that of con 
struction in foreign shipyards representing construction-differential subsidy. 

2. Shipowner is enabled in exceptional cases, to obtain construction-differential 
subsidy to aid in reconstructing or reconditioning vessels. 

B. To the Government.—1. Availability in war of an expanded and more mod 
ern merchant marine, of expanded shipyard facilities, and of skilled shipyard 
workers. 

2. Assurance of expanded merchant marine composed of modern vessels avail 
able for defense, through requirement that vessels under construction subsidy 
be 

(a) Documented under United States laws for 20 vears. 

(b) Suitable for economical and speedy conversion into military or naval 
auxiliary through jurisdiction of the Navy over plans and specifications. 

(c) Available for requisition in time of emergency at net more than the 
contractor’s purchase price. 

3. Availability of shipyards and = skilled) shipyard workers in time of 
emergency. 

4. Maintenance of foreign trade through requirement that ships be operated 
on certain essential trade routes. 

5. Requirement that materials used in shipbuilding be Amerienn, 
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APPENDIx C 
United States Government expenditures for merchant-marine support 


{Thousands of dollars} 









































! 
| Operating aid Construction aid 
Year - | 
: ecap- r Recap- . 
Accrued tured Net Accrued tured ! Net 
| | 
| TE ee ie $1, 065 $8, 568 |. __. , . ren PEE 
Sa ogi eae ae 9 11, 853 2, 576 9, 277 $1, 193 $1, 086 : 
EES LILLIE 13, 036 11, 797 1, 239 | 22, 846 13, 666 9, 18 
RE baal 11, 087 14, 351 —3, 264 | 55,071 20; 320 47 
eg ee ee 670 —318 O88 | 39, 267 2. 843 3h 4 
RC eleeee a (2) (2) (2) 51, 321 6, 071 45 
PE wsheneas icici ln =p Scivatia bla ite | () () (@) j  _ ea 1v ‘ 
en ee ee (2) (2) (2) 5) isp , 
RISE. GEA | (2) (2) (2) 4, ae 75,677 
_* EERE ARE eee | 12, 581 9, 932 2, 649 | et ee { 73, 642 
Wie inwiviayivahinstiiendaicdiasée | 29, 093 13, 035 16, 058 | | Serer 6, 84 
Subtotal. ..........- 87, 053 52, 438 | 35,515 | 382, 364 | 43, 986 | 338, 375 
Less adjustments. ..........-. 5 acs ainaral ere ee Pie | see eee el w-e-e--| 3267, 319 
NS RESTS OPCS ee es a Pe ee ASS ar Toe J | 71,0 
Ree 40, 317 14, 552 25, 765 Sj) AROS. 37,79 
"~~ ane f 55, 755 15, 967 | 39, 788 | __- . a 
OE ETE TR | 184, 025 82, 957 101, 068 420,154] 43, 986 | 108, 849 





! Includes cancellations. 

2 Suspended during war years. 

3 The composite financial statement of operators receiving operating-differential aid showed an accrual 
of $363 million, and a recapture of $52.2 million, or a balance of $310.8 million. After adjustments includin: 
price adjustments under the Ship Sales Act of 1946, and vessels lost or requisitioned, a true net construction 
subsidy of $65.2 million or only 21 percent remained. The above statement reflects all construction-subsi ly 
payments by the Government of $338.4 million after recapture and cancellation. The difference ($27.5 
million) being payments for ships of operators not receiving operating-differential aid. Adjusted on tt 
same basis (21 percent) the true net subsidy paid during 1938-48 was only $71,059,000. 


Source: Statement of lines holding operating-differential subsidy contracts under the provisions of the 
Merchant Marine Act of 1936, including composite financial data on the lines for the 11 years ended |) 
31, 1948, presented before the Subcommittee on Merchant Marine and Maritime Matters of the Sena! 
Committee on Interstate and Foreign Commerce, Apr. 25, 1950. 
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Appendix B 


Ocean Trading Routes Declared Essential by the Government for Our Foreign Commerce and Nationa! Defense’ 
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APPENDIx D 


Comparison of Government aid to the merchant marine and various agricultural 
products, 1938-50 


(Thousands of dollars] 


| 
| Merchant marine 














! 

Year Corn Eggs | Potatotes) Wool Sugar! | 
| : ’ ’ Ss - 
| Operation . —e 

SS ae | | | 
1938 3 : Sahubdakin SS Se ete, Le $5, 909 | | $6, 459 
1939 3... ‘ ; eS, NF anita : | 612, 464 | 6, 460 
1940 3 , | | CAR SEE 48, 824 | | 6, 460 
1941 ‘ | $15, 607 ; ‘ 50, 422 | 6, 460 
1942... SJebee 9,479 | ae, _ & 38, 531 | 3 | 6, 460 
1943 ..| £42 ie 55. 454 |_- x 6, 460 
gee | 4811) ..----| $3,468 $569 50, 509 6, 460 
1045 : | 7, 268 | 12, 958 1, O86 42, 738 |. peoel 6, 460 
1946 | 47,236 224 | 8, 771 14,179 53, 616 | 6, 460 
1947 4 278 4424 | 60,091 | 33,485 55, 435 2, 649 | 6, 460 
1y4s 27 25.879 | 47, 406 19, 501 60, 293 16, 058 6, 460 
Subtotal 28, 518 25, 679 132, 604 68, 820 524, 195 71, 059 
1949 66 773 | 203,887 | 12,707 70, 553 | 37, 790 

1950) : 17,189 | 41,623} 75,090 10, 756 58, 515 

Total | 45,773 | 68,075 | 411,671 | 92,283 | 653, 263 101,068 | 108, 849 


Ae See : Pee. eee oe alien — 
Under Sugar Act payments program only. 

? For comparison purposes only, the net construction subsidy of $71,059,000 for 11 years, 1938-48, is averaged 
since adjustments cannot be detailed for specific years. 

?In 1988, 1939, and 1940, payments for price supports cannot be identified for specific products, although 
total support payments were $440,000, $4,580,000, and $7,420,000, respectively. 

* Represents gain or receipt by Government. 

' For operating aid, 1938-48 are calendar years; al] other years are fiscal. Because of the shift from calendar 
to fisca] years in 1949 there is an overlap of 6 months which has inflated this figure by approximately 50 per- 
cent, which has already been induded in calendar 1948 as shown. 


In addition, during the years 1942-48 subsidies under the Commodity Credit 
Corporation and the Reconstruction Finance Corporation were extremely large 
ind among others included the following payments: 


ee ee ee tee le 
Dairy production a : 1, 205, 645, OVO 
Cheddar cheese =f : a 67, 6385, OOO 
>):.l!l == : 4 : - 75, O00, O00 
Oilseeds alos aeaeend 132, 614, 000 
Wheat , 261, 112, 000 


APPENDIX E 


SUMMARY OF PRINCIPAL AIDS GIVEN BY THE MAJOR FOREIGN MARITIME COUNTRIES 
ro THEIR NATIONAL SHIPPING INTERESTS 


BELGIUM 

1. Loans and grants 

The Minister of Merchant Marine, according to a law passed August 1948, can 
obtain the state’s guarantee for loans closed by Belgian shipowners with a 
national credit institute, used to expand the tonnage of the Belgian merchant 
fleet. These obligations will amount to $577,000,000, of which $22,800,000 is 
already available. 

A law of August 1948 established a shipowning and shipbuilding fund of 
$45,600,000, of which $4,560,000 a year is to be used to build and purchase vessels 
by means of grants to shipowners for a period of 10 years. 


FRANCE 
A. Operating aids 
General aid was given under a law of June 1934 in the form of a navigation 
bounty (per ton-day basis) applicable to coastwise or foreign trade in order to 
offset unfavorable competitive conditions. Almost $6,000,000 was provided for 
this purpose for 1935. 
98380—52 21 
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This law was extended five times and on the last occasion runs through 
December 31, 1950. 

By law of June 1938 duties on refined-petroleum imports were divided among 
tank ships operating under French flag. 

Under existing agreements, the French Government in 1936 reimbursed four 
subsidized companies to the extent of $33,000,000 operating deficit. 

Subsidy estimates for the French merchant marine for 1948 amounted to 
over $17,000,000. 


B. Loans and grants 

In the late twenties, contracts were made between the Government and the 
Credit Foncier (a semiofficial credit institute) with the Goverment guaranty to 
pay any interest contribution. The interest contribution on the part of the Gov- 
ernment was $220,000 annually between 1928 and 1933. From 1983 to 1936, if 
Was $201,000 annually. From 1937 to 1940, the grant for interest payment was 
$265,000 annually and increased to $576,000 annually from 1938 through 194] 

In 1938S the French National Office of Liquid Fuels was authorized to grant 
loans to the French Petroleum Transport Co. of almost $6,000,000 mearing 2! 
percent interest. 

ITALY 
A. Construction aids 

Finmar, a Government-owned holding company was formed in 1938 with a 
capital of $47,540,000, Finmar took over the stock majority of the four Italian 
liner companies and financed the construction of ships for the reorganized lines. 

A shipbuilding-subsidy law was passed in 1958, and the appropriations under 
the law were as follows: $2,600,000 for fiscal year LO37-35S; 35,200,000 for each 
fiscal years 1938-39 to 1946-47; 82,600,000 for fiscal year 1947-48. 

Under the law a bounty up to 50 percent of the import duty on foreign materials 
was paid for using [talian materials. 

Also a construction bounty (amortization contribution) based on inside volume 
of the ship and on the speed wsa granted to the operator. 

Under a new law passed March 1949, approximately $66,000,000 was granted 
for new construction and modernization, 

A construction bounty (amortization contribution) is paid on vessels con 
structed under the provisions of the law. The construction bounty is based on 
the inside volume and the speed of the vessel. 

In addition the Government makes a supplementary contribution equal to one 
sixth of the cost of the vessel upon the date of its entry into service. 


B. Operating aids 

In 1932, operating subsidies were granted for 1 year to Italian cargo vessels not 
operating in regular contract services. The basis of the subsidy was calculated 
necording to size, gage, and distance sailed. The subsidy was extended each 


year, 1982 through 1936. The total subsidy for the noncontract services for the 
5-year period was $20,802,500, 
©. Loans and grants 

The Institute of Naval Credit was authorized in 1933 to issue bonds worth 
$15,420,000 at 5 percent, the proceeds to be loaned to Italian shipping companies. 
The loans were state-guaranteed with a fixed interest of 6.S percent toward 
Which the Government contributed 2.5 percent, 


NETHERLANDS 
1. Loans and grants 

A limited-liability company organized for promotion of national shipping inter 
est and commonly called BENAS was formed in September 1932. 

Full interest on BIENAS loans was to be paid only if the operating account of 
the borrower showed a profit. The interest rate was 414 percent and 5 percent, 
but only 2's percent remained due (cumulative) in vears when no profits were 
made. 

In 1935 and 1936, in addition to the BENAS loans, the Netherlands Government 
appropriated over S1O.S833,000 to be used as non-interest-bearing credit by ship 
owners. No security was required. These loans were not redeemed and appa! 
ently became gifts to the Netherlands shipowners. 

August 1948, the International bank for Reconstruction and Development 
loaned four Netherlands stex:mship companies $12,000,000 at 214 percent interest 
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In addition to the 2'4 percent rate, the companies will pay 1 percent commission 
to the bank and a service charge of one-sixteenth percent of the amount 
outstanding. 
NORWAY 
A. Loans and grants 
Loans from the state ship fund are guaranteed by the Government with interest 
at 5 percent. Loans outstanding March 1937 aggregated approximately $5,898,000. 
The Norwegian Government in July 1936 approved a plan to guarantee loans 
to shipbuilding yards totaling approximately $5,060,207 at 444 percent interest. 
Loans outstanding by the Ship Mortgage Institute totaled $2,016,000 in 1947, 
interest at 4! percent. 
SWEDEN 
A. Loans and grants 
The Swedish Ship Mortgage Fund was established in 1929 to grant loans on 
Swedish vessels. Loans outstanding on December 51, 1947, of the Swedish Ship 
Mortgage Fund amounted to $4,980,600, 


UNITED KINGDOM 
A. Operating aids 

Under the British Shipping Assistance Act of 1985, a subsidy of $9,803,600 for 
tramp shipping was provided. The act was extended for a second year, and 
another $9,808,600 was granted for tramp voyages in 1936. 

B. A 20-year loan of approximately $13,000,000 with interest at 2% percent 
was made to Cunard for the construction of the Mauretania and Lusitania. No 
interest was charged while vessels were under construction. 

Under the Loans Guaranteed Act, 1921-26, approximately S96.25S8,S10> was 
loaned for vessel construction ; the average interest rate Was 5 percent, 144 per 
cent below market rate. 

Loans guaranteed by the British Government for vessel construction in 
Northern [Ireland totaled approximately $110,000,000 from 1922 to 1940 at Stl, 
to 5 percent interest rate. 

The British Government purchased 46.5 million dollars’ worth of Cunard White 
Star Line stock to provide working capital and funds for construction of the 
Queens. 

Under the British shipping (assistance) bill of 1939, $12,500,000 was to be 
granted for shipbuilding. This bill never became law, but the Treasury author 
ized over $1,000,000 to be paid as grants to certain operators who had constructed 
vessels anticipating the law’s passage. 


APPENDIX F 
COMPARISON OF UNITED STATES AND FOREIGN SurpowNers Tax TREATMEN' 


Under date of June 7, 1951, Price, Waterhouse & Co., a nationally known firm 
of public accountants, prepared for one of the federation members a study of the 
tax situation of shipping companies operating under the laws of various coun 
tries. This study was primarily concerned with rates of tax, treatment of capi- 
tal gains arising through insurance indemnities for sales of fixed assets, depreci- 
ation allowances, and other unusual provisions of the laws. 

The study dealt with the laws of Sweden, Norway, the Netherlands, France, 
and the United Kingdom. It is summarized briefly as follows: 

1. Tax rates in these foreign countries are generally lower than the prevailing 
United States rates. 

2. While capital gain on sales of vessels is taxable here at 25 percent, capital 
gains on sales of vessels are (a) tax deferred in three of the countries if rein 
vested in new tonnage and the gain is applied to reduce the book value of the 
new ship, (®) considered as ordinary income in two countries, and (c¢) taxed at a 
lower rate than for ordinary income by the United States. 

o. The excess of the insurance indemnity over the book value of a vessel is (7) 
not taxable in four of the countries if reinvested in new tonnage and the gain 
is used to reduce the carrying value of the replacement, (4) taxable as ordinary 
income in Sweden, and (¢) not subject to tax in France. While in the United 
States indemnity received is taxable at 25 percent or deferred if Interna! 
Revenue Code, section 112 (f) relative to involuntary conversion is availed of 
and gain is applied to reduce carrying value of replacement. 
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4. Three of the six countries permit as taxable deduction provisions to establish 
reserves for anticipated future heavy repair expenses such as periodic classitfi- 
cation surveys. In the United States this is on a cash basis. 

5. All but two of the countries have some provision for carrying back and/or 
forward of operating losses. In the United States operating losses can be carried 
back 1 year and excess carried forward 5 years (unused excess profits credit 
carry over, 1 year back then 5 years forward). 

6. Although in the United States depreciation is on a cost basis with a 20 
year life expectancy and with no provision of accelerated depreciation, such is 
not the case in the foreign countries studied. 

The depreciation allowances permitted in foreign countries are considerably 
more flexible than those available to American-flag fleets, and many provisions 
have the effect of granting accelerated depreciation, an advantage not presently 
available to American companies. Some of these provisions are noted briefly 
below: 

France and the Netherlands permit the revalorization of assets as described 
earlier herein. 

Norway and Sweden permit the taxpayer to write off in the year of acquisition, 
or to amortize “overprice,” the amount by which actual cost exceeds cos! 
considered to be “normal.” 

France and Sweden permit as a deduction any depreciation which is booked 
Sweden also permits the taxpayer to utilize in a future year any depreciation 
which has not benefited the company from a tax standpoint. 

The United Kingdom permits the taxpayer to write off 40 percent of the cost 
of a vessel plus normal depreciation in the year of acquisition and to carry 
forward without time limit any depreciation which exceeds the profit for the 
year. 

The Netherlands permit a special depreciation allowance equal to 33% per- 
cent of the cost of fixed assets acquired or contracted for between December 31, 
1949, and January 1, 1953. 

Mr. Barry. Mr. Chairman, I have the statement you asked for on 
the first day, which is the States where deficiency pcegnents at the 
time of foreclosure of mortgages are prohibited. There are different 
provisions in each State. ‘They are California, Montana, North Caro- 
lina, North Dakota, Oregon. I am supplying it for the record. 

The CHatrmMan. It will be incorporated at the appropriate place in 
the record. 

Mr. Battery. Thank you very much, sir. 

The Cuatrman. Is Mr. Boggs here? 

Mr. Bocas. Yes, sir. 

The Cuairman. You may proceed. 


STATEMENT OF MAYWOOD BOGGS, INTERNATIONAL REPRESENTA- 
TIVE OF THE INTERNATIONAL BROTHERHOOD OF BOILER- 
MAKERS, IRON-SHIP BUILDERS AND HELPERS OF AMERICA 


Mr. Boges. Mr. Chairman and members of the committee, my name 
is Maywood Boggs. I am an international representative of the 
International Brotherhood of Boilermakers, Lron-Ship Builders, anid 
Helpers of America. 

Our headquarters office is located in the New Brotherhood Building, 
Kansas City, Kans. The Washington office of the international union 
is located at room 825, Bowen Building, Washington, D.C. I work 
out of the Washington office. 

My statement is going to be brief, Mr. Chairman, not because of 
any lack of interest, as we feel that there are many official witnesses 
of Government that have and will appear here who can give the tech- 
nical details required more authentically than we can. But we do 
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want to state the position, and very emphatically so, with regard to 
this legislation. 

Representatives of this international union have appeared before 
the appropriate committees of Congress, year after year, in support 
of legislation designed to aid in the building up and maintenance of 
an adequate fleet of modern vessels in order that this country could, 
in addition to protecting its interests from a defense standpoint, com- 
pete for international trade. Admittedly, we do have what some 
might term a “selfish” motive because this organization has repre- 
sented employees engaged in iron and steel shipbuilding almost since 
the days of Old Ironsides. The history of the ups and downs in 
shipbuilding is written indelibly upon the jouieiahis ven of both past 
and present members of this organization who have attempted to 
follow shipbuilding and ship repairing for a livelihood. We have 
consistently argued for a program that would improve the prospects 
for the industry to be able to operate as a “going” business rather than 
a “feast-and-famine” industry, with the feasts occurring only when the 
country itself was in imminent danger from without. 

We believe that enactment of the legislation contained in S. 241, 
which is now before your committee, will substantially improve the 
prospects for a more even flow of ship construction than has been 
possible in the past, and at least place our foreign commerce more 
nearly in line with the general economic well-being of the country as 
a whole. 

The concessions provided in the bill for amortizing costs, extension 
of construction differential subsidies, improved provisions for con- 
struction reserve funds and accelerated depreciation will certainly 
be more economical for the Nation’s taxpayers than the costly ship- 
building sprees that we have engaged in, in the past, practically wholly 
at the taxpayers’ expense. Witness our obsolete, and practically use- 
less maritime reserve fleet—except for scrap—as proof of this. 

I have heard no one advance the argument that we can build, main- 
tain, and operate an adequate maritime industry without Government 
assistance, and at the same time maintain American standards. One 
of the important reasons for this, of course, is that all other maritime 
nations recognize thie importance of maritime commerce and grant 
special consideration to the commercial fleet operators and builders. 
Aside from the defense necessity it would appear to us that such eom- 
merce is also important to this Nation. If our maritime industry 
is to be able to compete, it must be placed in a position to do so. 

Presumably, the defense experts have stated, or will state the posi- 
tion of the Department of Defense in connection with this legislation. 
However, as a citizen, I believe we need an adequate, modern mari- 
time fleet, and well-dispersed facilities for building and maintaining 
such a fleet for the defense of the Nation. I believe that history 
proves this contention. I further believe that it is more economica!, 
from a defense standpoint, to be able to make use of an up-to-date and 
going maritime industry, composed of ships and shipbuilding and 
repair facilities staffed with trained personnel, who have a reason- 
able degree of continuity of employment, than it is to wait until the 
country is faced with all-out mobilization, and then to attempt to do 
the job by straining existing facilities, building new ones and train- 
ing the skilled personnel required to do the job, all at Government 
expense. 
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For the foregoing reasons, I appear here in support of S. 241, as 
adopted by the Senate in behalf of the 65,000 men and women we rep- 
resent in private shipyards, ship repair yards, boat and barge yards 
throughout the Nation. Whether the proposed legislation is sufficient 
unto the needs, we believe cannot be told, at this point. Much de- 
pends upon the good faith of all concerned. If the enterprises in- 
volved in this legisl: ation are enterprising, it should help considerably, 
If they are not, it seems to me that consideration will have to be 
given to a federally owned and operated industry. We want it 
clearly understood, however, that we favor a privately owned and 
operated maritime industry. In any event, we assert that the eco- 
nomie and military well being of the Nation requires a modern com- 
mercial fleet, together with adequ: ite facilities strategically located 
and staffed with skilled workmen to build and service both the com- 
mercial and military fleets. 

Mr. Chairman, on page 2, the first full paragraph there, I make 
a statement that I have heard no one advance the argument that we 
can build and maintain an adequate maritime industry without Gov- 
ernment assistance. ‘This was prepared before yesterday when | 
heard Mr. Isbrandtsen’s testimony. 

Mr. Isbrandtsen thinks it could be done provided that we would 
either ride side-saddle or astraddle of the necks of the people who 
operate the ships. I want to say very definitely we are not in favor of 
doing that. 

That concludes my statement. 

The Cuamman. Any questions, gentlemen ? 

Mr. Wetcuen. Mr. Chairman, I have a question. 

The Cuarrman. Mr. Weichel. 

Mr. Weicue.. Your statement, then, generally is that: somebody 
should maintain your industry either through Government money or 
otherwise. Is not that about the substance of it / 

Mr. Boaes. Well, I would rather put it another way, Mr. Weichel: 
My statement is based upon the premise that we need the fleet, that 
we need to do this Business. ‘Then assuming that we need that, it must 
have Government assistance. 

Mr. Weicnev. Well, the only justification, if any, with reference 
to Government money is with reference to national security. 

Mr. Boggs. Oh, 1 think Government should be interested in people, 
too. They are supposed to be of the people, for the people, and by 
the people. And the economic well- helene of the people, commercially 
speaking, is something that the Government should be interested in 
also. 

Mr. Wercuec. In other words, you say the Government should 
maintain this industry ¢ 

Mr. Boaes. I say that it needs Government assistance. 

Mr. Weicue.. Well, Government assistance. Any way you want to 
say it. 

Mr. Boaeas. Yes. 

Mr. Weicuen. If everybody that wants to go in business or is in 
business has to be maintained or assisted by the Government, then, 
there is not much private enterprise left, as to your quotation that the 
Government should take over the industry. 
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Mr. Boces. I did not say that the Government should take over the 
industry. If you accept my premise that we need the commercial 
fleet 

Mr. Weicue.. Need it for whom ? 

Mr. Boces. For the well-being, economic well-being and the mili- 
tary well-being of the country. 

Mr. Weicnen. Take them one at a time. 

Mr. Boges. All right. Just say the country needs it. 

Mr. Weicue.. Needs it for what ? 

Mr. Boces. Well, I think I have stated that pretty clearly, Mr. 
Weichel. I do not know how I could put it in clearer terms. 

Mr. Weicuen. Well, if they need it for national defense, that is one 
thing. Now what is the other one? You said you need it for—— 

Mr. Boces. For economic reasons. 

Mr. WeitcHe.. What economic reasons? 

Mr. Bocas. As a balance to our economy. 

Mr. Weitcuen.. What? 

Mr. Boees. As a balance to our economy as a whole. 

Mr. Weicue.. Well, whether it is needed or not, evidently the Gov- 
ernment does not think so. They have built up the merchant marine 
of Great Britain to at least 25 million deadweight tons since the war, 
and they only had 20 before. This Government has helped to build 
it up. 

The deadweight tonnage that we had during the war was some 55 
million deadweight tons and it shrunk back to about 10 million, just 
like it was before the war. 

And this Government—they talk about American merchants on their 
exports and imports, to haul them on American ships. They do not 
do it. They do not have any regard for the American merchant 
marine, and it is no wonder that they do, if the Government itself has 
no regard for the American merchant marine. They do not even haul 
goods on American ships under ECA and the Marshall plan. They 
do not even bother hauling them. 

Then vou pass a law that they have to haul 50 percent. I think it was 
Mr. Hoffman, who was head of the ECA, that still did not do it. 

So if the Government itself does not haul on American ships, and 
the American businessmen do not haul on American ships, who wants 
it ? 

Mr. Boaes. First, I would like to say that we supported the proposi- 
tion of 50 percent 

Mr. Weicnen, Could you answer that question? If the Government 
does not turn any business over and the American businessmen do not, 
and everything is on foreign ships, then who wants it 

Mr. Boces. Of course, the reason that we always come up here and 
testify on the bills is that we want to move in the direction of trying 
to convince the Government that the Government should do it. 

Mr. Weicuen. Well, what have you done in the last 10 years to con- 
vince the Government, or the last 4 years? The State Department has 
hauled everything. We had it before this committee, after the law 
was passed, and they almost laughed in your face, say it is their duty to 
build up the merchant marine of other countries even higher than it 
was before the war. 
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So I just wondered who wants this. The Government does 1: 
want it. They do not haul anything on it. The American busines: 
man does not haul anything on it. I was just wondering who wants it 

Mr. Boces. Certainly we do, and we have opposed the propositio 
that our goods should be shipped in foreign vessels, too, consistently. 
We supported the bill requiring the 50 percent of ECA goods to | 
hauled in American vessels, and we have opposed the proposition tha: 
we should unduly aid the shipbuilding industries of other countries to 
the detriment of our own country. 

Mr. Weicuen. Yes. Well, I am saying you are for all that, bu: 
the Government or nobody did anything. What do you do outside of 
coming up here and testifying and giving it lip service? What do 
you do to make the administrative side of the Government haul in 
American ships the stuff it gives away? What do you do to get 
American merchants to export and import on American ships? What 
do you do? 

Mr. Bocas. No. 1, I come up here and do a considerable amount of 
lobbying for legislation along these lines. 

Mr. Weicuet. I understand. But what do you do to lobby to get 
the business for this American fleet ? 

Mr. Boas. Well. there is not a great deal that I can do about that. 

Mr. Wercuet. [s there anything anybody can do? Outside of the 
Government could haul its own stuff on it, could it not ? 

Mr. Boces. Well, I say here, Mr. Weichel, that much depends upon 
the good faith of all concerned. 

Mr. Wercuen. Well, does the administration have any good fait) 
with reference to the American merchant marine when they do not 
haul their own goods on it ? 

Mr. Boges. Oh, we are getting into a discussion that involves a lot 
of other related questions. 

Mr. Weicrer. I know, but we are always up here talking about 
the American merchant marine and everybody is up here lobbying 
for it, just like you say. But outside of this lip service in the com 
mittee, they do not do anything, nothing with the administratio 
The administration does not even haul goods on it. The America: 
merchant does not even haul goods on it. Soe IT wonder why you shoul: 
have it. Nobody seems to want it except those that come up here and 
lobby. 

Mr. Boaas. To say they did not haul any goods T do not think 
an exact correct statement, if I may pardon myself for saying that 
to you, sir. But we broke out a lot of ships of the reserve fleet, a: 
bad as those ships were, hundreds of them, and placed them int: 
service to haul the stuff. 

Mr. Weicuer. That was free charter business, and they were ju-! 
used up and absorbed by the people who operated them under charte 

Mr. Boaes. I can say this 

Mr. Weicue.. What more would vou do about it than the lip servic 
of testifying up here to get at least the Government to patronize tlie 
American merchant marine, and maybe somebody else might follow 
suit, so to speak. and haul something on American ships? 

Mr. Bocas. I have frankly done very much in that direction. 

Mr. Weicuen. What has your whole group done with reference to 
this administration? Have you gone down there to the President— 

Mr. Boaas. Yes, sir. 
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Mr. Wercnen. And said, “Well, here is the American merchant ma- 
rine. You do not even have anything hauled on it. Your appointees 
will not have anything hauled, and when we pass a law your appointees 
will not pay any attention to it.” 

Have you gone down to the White House and suggested that ? 

Mr. Boaes. To be exact and specific about that particular proposi- 
fion. When the Bland bill was reported—— 

Mr. Weitcuet. No; Iam talking about this definitely now, what vou 
have done with the administration to get them to haul goods to Europe 
on American ships, when they will not until after we passed a law. 
Have you gone down to the administration and asked them, and did 
they say why they would not haul them on the American merchant 
marine? Did you go down to the boss, the head place, where they 
direct everything ¢ 

Mr. Bogcs. When Mr. Hoffman came out with his famous pro- 
nouncement about this shipping—— 

Mr. Weicuen. What was his famous pronouncement ¢ 

Mr. Boces. With regard to he could get it hauled cheaper on foreign 
essels, and so on. 

Mr. Weicuen. Did vou go down to the boss in the White House and 
say. “What about this Your appointee does not pay any attention 
tothe American merchant marine.” 

Did you go down and ask him ¢ 

Mr. Boges. Not exactly that question. 

Mr. Wetcuen. What did you ask him? 

Mr. Boaes. President Green, of the American Federation of Labor: 
President Brownlow, of the metal-trades department ; and Mr. Charles 
MeGowan, the international president of my organization, called upon 
the President about this general proposition. 

Mr. Wricuen. What about this specific one? What about hauling 
invthing on American ships? 

Mr. Boges. That was one of the things, but only one. 

Mr. Weicnen. That isthe most important. If you do not have any- 
thing to haul, vou do not need any ships. 

Mr. Boces. There is certainly plenty of things to haul, provided 
we can get the business. 

Mr. Weicuet. What did he say about hauling them on American 
ships? 

Mr. Boaes. T cannot quote the President, sir. 

Mr. Weicuer. Just a paraphrase would be sufficient. 

Mr. Bocas. I got the definite impression from the conversation I 
ad with President Green, President Brownlow, and President Me- 
(rowan, that the President was very favorably inclined with our posi- 
tion with regard to the hauling of these goods. 

Mr. Wercnet. On American ships? 

Mr. Boggs. Yes. 

Mr. Wetcuet. What did he say? Favorable—but after they con- 
tinued not to do it, did he say, “Well, I told Hoffman to haul them on 
American ships and if he does not haul them I will fire him.” Did he 
say anything like that ? 

Mr. Boces. I do not think the President ordinarily engages in that 
kind of a discussion. 

Mr. WercuHe.. He is the boss of his appointee. Mr. Hoffman was 
his appointee. And a boss keeps his employee just as long as he 
carries out his orders, does he not? 
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Mr. Boces. Well, I would presume so. 

Mr. Wercnuev. Yes. Well, then the President himself did not do 
anything about it and would not order it on American ships. So | 
again ask the question—of what need is the American merchant 
marine if the Government will not even haul on it? And I was asking 
naturally what you do to get the business for the American fleet. 

I do not know of anybody that went down there to the President 
and said, “Here is your man Hoffman, and he does not haul all we are 
giving away on American ships. Then we passed a law and he does 
not haul them.” 

What are you going to do about it? 

You say lobbying, but nobody came to the point and said, “Well, this 
is it,” did they? 

Mr. Bocas. Yes, it was called to the administration’s attention. | 
do not know whether directly to the President. 

Mr. Wercuet. That is the right way, to talk to the boss, is it not ¢ 

Mr. Boces. After the meeting when we got the impression these 
things would be done, that was one phase of it, the hauling of goods. 

Mr. Weicnet. When did you get that impression?’ What year was 
that ? 

Mr. Bocas. Well, I was going to try to pin it down to a time, when 
1 said it was at the time that the Bland bill had been reported out of 
this committee—the first so-called long range bill that was reported 
out. 

Mr. Weicue.. It was passed by the Fightieth Congress and the 
House of Representatives. Do you not remember anything about 
that ? 

Mr. Boces. Yes, sir. 

Mr. Wetcuer. What did you start doing from then on to get them 
to haul it on American ships? There were 50 to 75 thousand seamen 
on the beach. 

Mr. Boces. I did not do anything, sir, because T was not here. 

Mr. Weicuren. What? 

Mr. Boces. I am quite sure the record will show exactly what was 
done, and I will be glad to—— 

Mr. Weicren. What record do you mean? Do you mean the testi 
mony up here? 

Mr. Bocas. Yes, and also there probably is—— 

Mr. Wricuen. I do not know of any such testimony about anybody 
doing anything, and that is why I would like to know at this time what 
was done to get them to haul on American ships, at least the Govern 
ment, and then take next the American merchant who is importing and 
exporting. In other words, there was not anything done to pin them 
right down and say, “Why are you not hauling it?” 

That is about a fact; is it not? 

Mr. Bocas. Well, we stated our position as to what we thought 
should be done. 

Mr. Wercuen. Well, that was very nice, but I mean they all stated 
that here in committee. But I was wondering who went down to the 
boss and said, “Well, when are we going to haul in American ships?” 

Mr. Bocas. The top representative of my organization went 
down 

Mr. Wertcuen. T do not mean just your organization. 
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Mr. Boces. And the top of the A. F. of L. and the metal-trades 
department, all of them. I accompanied them over to the White 
House but I did not attend the meeting with the President myself. 

Mr. Weicuet. What do you mean—would they not let you in with 
the President? I thought everybody had a right to go in if with a 
delegation, 

Mr. Boces. I do not think it is of particular importance whether 
they let me in or not. 

Mr. Weitcuen. I do not mean that, but you had the right to go. 

Mr. Boces. I will be glad to answer any of your questions specifi- 
cally as is possible to do so, and I have tried to do it. But as to 
whether they would not let me in or not was not important to me. 

Mr. Weitcuen. Do you know whether the committee directly—they 
went to the White House, I presume, to see the President; did they 
not ¢ 

Mr. Boces. Of course. 

The Cuatrman. The witness stated definitely they had a conversa- 
tion with the President. ‘There is no presumption about it. 

Mr. Boces. Of course, I realize, Mr. Chairman. I am sort of getting 
a rib, but it is all right. 

Mr. Weicnet. What I mean, do you understand he was asked di- 
rectly with reference to shipping on American ships / 

Mr. Boces. According to the information that my own boss told 
me; yes, he was. 

Mr. Wercuet. He was asked that ? 

Mr. Bocas. Yes. 

Mr. Weicuen. Did he say why he was not directing Mr. Hoffman to 
haul them on American ships ¢ 

Mr. Boages. No, sir. because at that time this whole question of how 
it would be hauled was involved. And again I state to you that we 
were favorably—that the gentlemen who visited with the President 
expressed to me they were favorably impressed with the President’s 
attitude about it. 

Mr. Weicne.. Then what did he do about it? Nothing, did he? 

Mr. Boaes. Well, yes, I think there was quite a bit of increase in the 
amount of tonnage hauled. 

Mr. Wercren. It was not all hauled by American ships, was it? 

Mr. Boags. No, sir, nor Congress did not pass such a bill. We would 
have preferred for it to be hauled in them. 

Mr. Weicuen. Tell me why the Congress of the United States would 
be obliged to pass a bill foreing the Administration to haul American 
gifts under ECA and the Marshall plan—that the Government has to 
haul it on American ships? Would you not think it would at least 
haul it on its own ships without being forced by law if it had any 
regard for the American merchant marine / 

Mr. Bocas. Of course, Mr. Weichel, you start out by saving Ameri- 
ean gifts. Of course, T do not consider the Marshall plan that exactly. 

Mr. Weicuen. That is not a gift? 

Mr. Boces. No. ‘ 

Mr. Weicuet. Well, that is the first information—— 

Mr. Boces. There are exchanges there. 

Mr. Weicuren. We were not hauling it. 

Mr. Bocas. We were hauling part of it, and the other countries part. 
But the idea of the Marshall plan—— 
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Mr. Weicuet. Why should we pay our money out to somebody to 
haul the gifts when you say there is no shipping being built, no ships 
being built?) What do you want to build them for if nobody hauls on 
them?’ That is what I was getting at. 

Mr. Boaes. Well, I think I have answered all of those questions as 
best I could. We are seriously trying to promote the idea of shipping 
in American ships. 

Mr. Weicuer. This committee has been trying to promote it for as 
long as I have been on it, but I think the only people trying to pro- 
mote it. The executive side of the Government has done nothing to 
promote it, has done everything to discourage it. 

Mr. Boaes. I do not think you are the only people that have been 
trying to promote it. 

Mr. Weicuen. What? 

Mr. Boces. I do not think you are the only people trying to promote 
it. 
Mr. Weicuet. We sit here and listen to you come up here, and then 
the Government gives the money to foreign flag ships to haul the 
coods. 

Mr. Boces. Well, of course, I consider it a part of my duty to come 
up here and express my opinion on it. 

Mr. Wercne.. Absolutely, certainly. I am glad that you have 
come up. 

That is all I was trying to get at—if you had anything with refer- 
ence to the Government itself. If the Government does not set the 
example, how could you expect the rest of the people to haul in Ameri- 
can flag ships? Not very well, could you ¢ 

Mr. Boaes. In the first place, [am not a defeatist, and I hope we 
can convince the Government to do more than they have been doing in 
this direction. 

Mr. Weicne.. Well, when you pass a law and the President’s ap- 
pointees do not carry it out, what would you suggest doing then ‘ 

Mr. Boces. Well, there is provision in the law to take care of situa- 
tions where people do not abide by the law. 

Mr. Wercuet. Do you know what Mr. Hoffman said before this 
committee after we were obliged to pass a law to make them haul? 
And I do not think we should have had to do that, because at least you 
should patronize Americans, at least the Government should. 

Mr. Hoffman said he did not think the law was mandatory. He said 
that before this committee. Were you here the day he said that ? 

Mr. Boaes. No, sir; I was not. 

Mr. Wercuet. Do you know he said that? 

Mr. Boges. I know he said something along that line because I read 
the testimony. 

Mr. Weicue.. He not only said it, but he utterly disregarded it. 

Mr. Boces. I do not think I would say he utterly 

Mr. Wetcuet. You do not think so? 

Mr. Boces. I do not say he did, because I do not think “utterly” 
is exactly a correct statement. 

Mr. Wercue. He said it right here before the committee. Did you 
ever read his testimony # 

Mr. Bocas. You said then he utterly disregarded it. That is the 
thing I say I do not quite agree with. 
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Mr. Wercuen. Because he said he thought his obligation was to 
build up the merchant marine in countries of Western Europe Eng- 
land, Denmark, Sweden. Do you know that he said that ? 

Mr. Bocas. Well, of course, the idea of the Marshall plan was partly, 
and mainly, to assist the economies of European countries. 

Mr. Weicuen. And do you agree that it was to assist them and build 
a bigger merchant marine for Great Britain than they had before the 

war? 

Mr. Bocas. I do not think that was the intent. 

Mr. Weicuren. Pardon / 

Mr. Boaes. I do not think that was the intent. Maybe it was. 

Mr. Weicuen. That is what Mr. Hoffman said. 

That is all, Mr. Chairman. 

The Cuamman. Any other questions, gentlemen ? 

Mr. Bonner. I would like to ask a question. 

The CHatrman. Mr. Bonner. 

Mr. Bonner. In your testimony you refer very little to the bill. 
Now tell me just what the bill does. 

Mr. Boces. Well, I am different from the witness that appeared here 
yesterday and said he had not looked at it, Mr. Bonner, which I have 
done. 

The Ciamman. Excuse me, Mr. Boggs. I note the presence of 
Admiral Cochran and Mr. Gatov and Mr. Williams and Mr. Clarke, 
and since the House meets at 11 o'clock it is obvious that they will not 
be reached. TI suppose it might well be said that this will be the last 
witness of today, unless Mr. Crapo may have a very brief statement 
which we might hear. If they desire to leave, I think that they may 
do so without dis srupting the work of the committee in any way at all. 

Admiral Cocnrax. We appreciate that, Mr. Chairman, because we 
are busy men. 

The Cramman. We know that, Admiral. and I am sorry you had to 
spend so much time in vain here this morning. But we would like to 
have you at 10 o’clock tomorrow morning. 

Admiral Cocriranx. All right. We h: vd a date with the Senate Ap 
propriations Committee, and as soon as we can check that I can let 
vou know right away. I do not know how that came about. But it 
did develop, and I have just tried to clear it. I will call you within 
the next few minutes, if I may. 

The CHaiman. Very well, 

I might also note the presence of Mr. Kirby, of the Treasury De 
partment, and the same situation applies to him; he will not be 
reached this morning. 

Proceed, Mr. Bonner. 

Mr. Bonner. I would like your opinion as to just who benefits, what 
benefits are obtained, and why the benefits. 

Mr. Boees. Until this morning I was under the misconception 
about what I call, at the bottom of page 1 of my statement, amortizing 
costs. 

Mr. Bonner. TI understand that. T want to know who gets the bene 
fits of this bill and why they should be given the benefits. 

Mr. Bocas. Who gets the benefits? 

Mr. Bonner. Yes. Who will benefit under this bill? 

Mr. Bocas. IT would sav that directly the shipping operators al 
the shipbuilders, and, mainly, through employment, the employees of 
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the two groups will directly benefit. The taxpayers, in my opinion, 
will also benefit in a general way. And I make that statement in my 
statement. 

Mr. Bonner. Well, it brings in a new class of beneficiaries. That is 
correct, is it? 

Mr. Boaes. Yes, with regard to the intercoastal people, the inter- 
coastal trade. 

Mr. Bonner. I am just trying to get your views on who benefits, 
who are the beneficiaries, and why it is necessary. 

Mr. Boces. And the nonsubsidized operators with regard to con- 
struction differential. 

Mr. Bonner. Yes, I think we understand. Now you just go ahead: 
name them, enumerate them. 

Mr. Boces. You mean the companies ¢ 

Mr. Bonner. Who are the beneficiaries, why is it necessary, and 
what benefits do they get? Now tell me that. 

Mr. Boces. The shipping operators benetit by being able to—— 

The Crairman. Please answer the question, Mr. Boggs, and not by 
stating how they shall benefit. ‘The question is, Who shall benefit ¢ 

Mr. Bonner. I do not want to draw it out. 

The Crateman. He was trying to explain how they benefit. The 
question is, Who will benefit ¢ 

Mr. Bogas. I answered that previously, Mr. Chairman. 

The Cuatrman. And he asked you again. Answer it as succinctly 
as you can, 

Mr. Boces. Then I misunderstood his question. 

The shipping operators, the shipbuilding, by getting additional 
work. The employees of the shipbuilding companies, in particular, 
by getting a more continuous 

Mr. Bonner. I know all these. I was asking you who are the bene- 
ficiaries. Name the beneficiaries. Now you say the shipping com- 
panies. I understand that. Now we have the beneficiaries of the 
subsidized lines. We know what they do: what they are required to do. 
Now who are the additional beneficiaries, and for the additional 
benefits that they get what are they required to do? 

Mr. Boces. Well, I have answered it so far as I can see direct. bene- 
fits, with the exception to the general benefits accruing to all the 
citizens of the country. 

Mr. Bonner. Well, I will not press it any further. I am sympa- 
thetic toward perpetuating the American merchant marine, but I 
have heard statements similar to yours time after time—the glory of 
the American merchant marine and this and that. I want to hear 
somebody analyze the bill who is sponsoring the bill from the trades 
or industries. I know the professional analyzers can come here and 
analyze anyway—you know like you get an audit of your business. 
You can get an audit that you are broke and you can get an audit 
that you are in good shape. So I wanted somebody just ordinary who 
came along and sponsored it to just sit down in a clear succinct way 
and tell me what this does and why it is necessary to do it. 

Mr. Boces. Well, I have tried to do that, sir, and I am sorry that I 
have failed to come up to your requirements. 

The Cuamman. Any other questions, gentlemen ? 

All right, Mr. Boggs, thank you. 

Mr. Boees. Thank you. 
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The Cuarrman. Mr. Crapo, please come forward. 

How long is your statement, Mr. Crapo / 

Mr. Cravo. Well, I will make it 3 minutes at the minimum. 

The CuatrrMan. How much at a maximum / 

Mr. Crapo. I mean at the maximum. Excuse me. I will make it 
very short. 

The Cuairman. All right, sir. 


STATEMENT OF WILLIAM W. CRAPO, SECRETARY AND ASSISTANT 
TREASURER, HURON PORTLAND CEMENT CO., AND DIRECTOR, 
DETROIT PROPELLER CLUB 


Mr. Crapo. You have this very short resolution by the Propeller 
Club, port of Detroit. 

They wanted me to bring that to you here personally because not 
many of our members get down here, I believe. That is so, is it not 
from the port of Detroit? 

The CrarMan,. Yes. 

Mr. Crapo. It says: 

Resolved, That the Propeller Club, port of Detroit, approves and solicits sup- 
port by the Members of the United States Congress of the so-called long-range 
shipping bill, S. 241, as passed by the United States Senate on August 21, 1951, 
and as referred by the House of Representatives on August 23, 1951, to its Com- 
mittee on Merchant Marine and Fisheries, since it will assist the national defense 
and stimulate shipbuilding and ship reconstruction on the Great Lakes and 
invigorate our domestic and foreign conmerce. 


Yesterday a witness made some statement “Even on the Great 


Lakes.” Well, we on the Great Lakes feel there is a big problem of 
shipping. There is a lot of big ships there, and our company has had 
one boat requisitioned and was fearful during the last war that we 
might have others. And I judge this is the problem of keeping all the 
ships up to standard in case of national defense. 

Now Mr. Paul H. Townsend, our general manager and vice presi- 
dent, Mr. Charles M. Adams, our superintendent of plants and boats, 
who is also president of the Propeller Club, wanted me to also say 
that our company, the Huron Portland Cement Co., and its subsid- 
lary, the Huron Portland Transportation Co., operates three ships 
and is adding a fourth ship now, the former motor ship Coastal Dele- 
gate, which is now being reconditioned in the Bethlehem Shipyards, 
and that our companies are in favor of this bill. 

And Mr. Troy Browning, as you know, and Republic Steel Co., 
have bought some big ships up there. Their attorney, Allen Lutz, 
Was supposed to come down here and testify before you. 

I have gone aboard some of those ships personally, and I under- 
stand the McKee Hanna Co., is bringing a big ship to the Great Lakes 
in two pieces this fall. 

That is my testimony. I just wanted to bring it to you personally. 
You know all this, but the port of Detroit Propeller Club wanted 
somebody here at this meeting. 

The Cratrman. Well, we are very glad you came, Mr. Crapo. 

Are there any questions? 

Mr. Weicue.. Why are they supporting it, do you know ? 

Mr. Craro. Well, I think they feel that there is an advantage— 
their business, the construction business. We haul cement, portland 
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cement there. We have had a very active business since the Japa 
War ended. We have had practically to distribute our cement a: (| 
ration it since the Jap War ended. But the time may come when 
we get in poorer shape, and we would like to be able to build up thy 
reserves, as I judge, so we can keep these boats in shape or replace 
them when they become out of date. 

Mr. Wercuen. You just have your own ships to haul cement, }) 
like a farmer to haul his products to town ¢ 

Mr. Crapo, That is right. 

Mr. Weicuen. Then you are not a common carrier, you are } 
hauling your own things? 

Mr. Craro. That is right. 

Mr. Weicnen. And you think you can get some personal benetit 
out of it, like the farmer gets taxes reduced on the truck. T mean thi 
is your proposition ¢ 

Mr. Cravo. That is as I understand, that our company would ber 
fit if this bill went through. Am I wrong in that? 

Mr. Weicuer. The next question is—how is that going to help na- 
tional defense, if it is, hauling cement around? How is hauling your 
cement cheaper going to help the national defense ? 

Mr. Craro. We had these four ships during the last war. One of 
them was requisitioned. The other three, I judge, were subject to 
requisition. Is that so? 

Mr. Weicuer. I do not know. Did you get paid for the one they 
requisitioned ? 

Mr. Crapo. Yes; and finally bought it back. 

Mr. Weicner. And you made a profit buying it back and the Go 
ernment spent a lot of money. I suppose that is one of the Great 
Lakes ships they did that on. It was nice to do that, was it not? 

Mr. Crapo. I do not know how much profit there was in that. It 
is a pretty expensive thing to tear out all of that cement-handling 
machinery and—— 

Mr. Weicuet. But you got paid for it all? 

Mr. Craro. Tam not able to answer that. But my feeling was thi 
it was not a particularly profitable thing for the company to take or 
of your ships and tear- 

Mr. Wetcnen. You bought it back. The Government requisition: 
it and you bought it back. 

Mr. Craro, We had considerable to spend. It cost us almost a hal! 
million dollars to get that boat back in shape, to take it around 1 
the Mississippi. For that she had to be pretty much dismantled, a 
if Was in pretty tough 

Mr. Weicuen. Did you buy it back? 

Mr. Crapo. That is right. 

Mr. Wetcnen. You did not have to buy it back, did you? 

Mr. Cravo. That is right. 

Mr. Wrictren. Well, it was a good deal then, was it not? 

Mr. Craro. Well, we spent all this money to put her back. We 
could not use the boat as it was, 

Mr. Wrierren. But you did not have to buy it back / 

Mr. Crapo. No: that is right. 

Mr. Wricuen. That is all. 

The Cuamman. Any other questions 4 
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Mr. Bonner. I want to ask the gentleman a question. 

The Cnamman. Mr. Bonner. 

Mr. Bonner. I want to ask you a question, if you will be kind 
enough. 

Mr. Craro. Yes, sir. 

Mr. Bonner. We base subsidies on foreign competition, 

Mr. Craro, That is right. 

Mr. Bonner. You understand that, do you / 

Mr. Crarvo. Yes. 

Mr. Bonner. That is the reason for the Merchant Marine Act to 
meet the foreign cost of employment, the foreign cost of construc 
tion and so forth. 

Mr. Crapo. Yes. 

Mr. Bonner. What competition do you have on the Great Lakes? 
Do you come in contact with the foreign countries on construction and 
labor costs and so forth ¢ 

Mr. Craro. No, sir. 

Mr. Bonner. Then why are you one of the recipients of Gover: 
ment subsidies when there is no basis for it? It is not clear in my 
mind. 

Mr. Cravo. IT am probably a poor one to answer that question, but 
as [see it, L will tell you what IT think. 

Mr. Bonner. I want to get some information. You come spon 
soring a bill. 

Mr. Crapvo, That is right. 

Mr. Bonner. This bill, as I understand it, will give you the same 
benefits that an operator in foreign commerce on the high seas is 
enjoying. Is that right 

Mr. Cravo. Yes. 

Mr. Bonner. Are we going along correctly now 4 

Mr. Cravo. Yes. 

Mr. Bonner. And you have no competition from foreign commerce 
Then just explain to me, if you will, why we should take funds 
from the Treasury and grant you special privileges and conces 
sions when you do not qualify on the basic reasons 

Mr. Craro. Well, in the past—let’s divide that question Into two 
parts. In the past we felt that the ability of the Government to req 
uisition our ships and take them, that the ships should be in good 
shape. 

Mr. Bonner. Let’s don’t get into that. That is national defense. 

Mr. Crapo. Yes. 

Mr. Bonner. And there is nobody who has ever lost a nickel by the 
Government requisitioning its ships. I have sat through all that and 
Lam familiar with it. 

Mr. Crapo. Yes. 

Mr. Bonner. So I do not think you get very far- 

Mr. Cravo. In the future—— 

Mr. Bonner. Well—— 

The Cuamman. Just a minute, Mr. Crapo. Let the member of 
the committee address his questions before you start to answer. Do 
not interrupt him. 

Mr. Craro. Excuse me. 

The Cuairman. Go ahead, Mr. Bonner. 


98380—52—-—22 
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Mr. Bonner. That is all. I am not fussing with you, sir. T am 
merely looking for light. How can I support this bill? I want you 
to tell me, if vou will, the answer to that question. Why should I 
support this bill when you do not come in competition with foreign 
commerce / 

All the arguments for this bill, for operating subsidies and other 
kind of subsidies, are based on competition we get from cheap labor 
abroad. Now if you will just tell me that. 

Mr. Crarvo. The second part of my answer would be: In the future 
they propose opening up the St. Lawrence waterway and hauling stee] 
from foreign countries to the Great Lakes and bringing in—— 

Mr. Bonner. We have not got to that yet. 

Mr. Craro. Pardon me? 

Mr. Bonner. We have not got to that yet. 

Mr. Craro. I think that is one of the reasons for adding to the 
Great Lakes fleet. It is going to be a longer haul, and they feel there 
are foreign vessels getting in there. There are a good many lines, 
and each year there are more. Even with present conditions there are 
more lines, and T think that the idea is to get some of the docks 
prepared, of the Troy Browning group and others, to get prepared 
to have some of this foreign trade coming to Detroit in the hands of 
the Americans rather than the foreign operators. Is that right? 

Mr. Bonner. Are there any foreign operators on the Lakes now ? 

Mr. Craro. Well, these small boats come up the St. Lawrence, yes; 
in increasing numbers. 

Mr. Bonner. From where? 

Mr. Crarvo, Each year there are more. 

Mr. Bonner. From where? 

Mr. Craro. From Europe mainly. Now you are getting a little 
out of my field. 

Mr. Bonner. I am just asking you. 

Mr. Crarvo. That is right. Well, they come from Europe, from two 
or three countries in Europe at the present time. They come into 
Detroit, and they come into Milwaukee and other ports, and they are 
building up a little trade there in these smaller boats. 

Mr. Wetcuen. Will vou yield for a question ? 

There are Dutch fleets, Swedish fleets, that come in under 250 feet 
long? 

Mr. Craro. Yes. 

Mr. Wercnen. But they do not haul cement intercoastal on the Great 
Lakes, do they? 

Mr. Craro. No, sir. 

Mr. Wricuer. How is that going to hurt you? And with reference 
to Browning, with reference to his service, they could not haul inter- 
coastal. They do not haul from one port in the United States to 
another on the Great Lakes, do they? 

Mr. Craro. These foreign boats: no, sir. 

Mr. Weicuer. Then how do they bother your cement business that 
you need this help? 

Who is Mr. Browning? 

Mr. Craro. He isa shipowner that used to operate the pleasure boats 
and has recently gotten into this shipping with the Republic Steel. 

Mr. Weicnev. He used to operate pleasure boats ? 

Mr. Crapo, That is right—the D & C Line. 

Mr. Weicnent. D & C Line? 
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Mr. Crapo. Yes. I believe that has been abandoned now. 

Mr. Weicur.. How do these foreign ships compete with your haul- 
ing your cement to your customers or with Mr. Browning, who was in 
the pleasure boat business and got into some other business up there 

concerning these ships? How are the foreign ships competing with 
you ¢ Does Mr. Browning want some more than he has already had 
out of the Maritime Commission with reference to his deal on ships? 

I was wondering why Mr. Browning did not come down, why he 
sent you. 

Mr. Crapo. The Propeller Club was asked to finance Mr. Allen Lutz, 
the attorney, who has been working for Mr. Browning. 

Mr. Weicuev. Did Mr. Browning request that ¢ 

Mr. Crapo. I do not know who requested it. I said IT was going to 
come down here and I would present this thing personally if that was 
the way they wanted it. 

Mr. Wetcuen. Is that the way Mr. Browning wanted? He is the 
chief person in the Propeller Club with reference to any ships i 
Detroit ? 

Mr. Crapo. I have not talked with Mr. Browning. 

Mr. Weicnet. Well, not directly. 

Mr. Crarvo. No. Mr. Allen Lutz called me and, as I say, Mr. Charles 
Adams of our company is president of the Propeller Club, and Mr. 
Townsend is general manager. They said, “You are going to be in 
Washington. I wish you would go down and present our personal 
greetings to the committee and say that the Propeller Club is for this 
long-range shipping bill.” 

Mr. Wercnet Do you know whether Mr. Browning is down here 
now himself? 

Mr. Craro. I do not know. 

Mr. Weicuev. Do you know Mr. Browning? 

Mr. Crapo, I know him a little: yes. 

Mr. Wercne.. Has he told you with reference to his deals with the 
Maritime Commission and with reference to that sort of thing’ Did 
he tell you that? 

Mr. Cravo. I really do not know 

Mr. Weicue.. You do not know anything about that ? 

Mr. Craro. I have been aboard these big ships there that have come 
up, but I do not know just what the deal is. I have got a very hazy 
background on that question. 

Mr. Weicner. That is all. 

The Cramman,. Any other questions? 

All right, thank you, Mr. Crapo. 

I will submit for the record a statement furnished by Mr. John M. 
Bishop in favor of the bill. Mr. Bishop is vice president of the Na- 
tional Organization Masters, Mates and Pilots of America, A. F. of L. 
It will be inserted at this point in the record. 

(The statement referred to is as follows:) 


STATEMENT BY JOHN M. Bishop oN BEHALF OF NATIONAL ORGANIZATION MASTERS, 
MATES ave Suan a AMERICA, AFL, RELATING TO S. 241 (LONG RANGE SHIPPING 
BILL) 


Mr. Chairman and gentlemen of the committee, I am here in support of the 
long range shipping bill S. 241. 

My name is John M. Bishop. Iam vice president of the National Organization 
Masters, Mates and Pilots of America, AFL. I woudd like to submit for your con- 
sideration the statement prepared by our national president, C. F. May 
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The future of American shipping, at least private American shipping, will | 
great degree be decided by the terms of the long range shipping bill, which , 
centlemen are now considering. 

If this seems like a dramatic approach, perhaps it is a necessary one, 
cause so often in the past we of labor and those from the ship owner grov) 
have been all too matter of fact about telling Congress of our problems. And \ 
haven’t done too well as a result. In the past the maritime industries have tx 
a favorite whipping boy, especially for political reasons. And while we 
ertical of our industry being used in this way, we hope that after the dust set! 
there can be a stock taking and a serious effort made to keep the American 1m 
chant marine afloat on the seven seas. 

It seems to me that this Committee is at that stock-taking point right now. You 
are considering a bill which is of vital concern to the men who build ships, to th. 
men Who own and operate them, and to the men who sail them. We are al! i: 
the same economic boat together, and your stock taking involves the future «f 
us all. For my part, however, I'd like to speak today of labor’s stake in 
future and its responsibility to this country’s merchant marine. 

S. 241 is for the most part good legislation. It provides the incentives 
capital build-up without which we can never hope to replace our present me: 
chant ships, nearly all of which will become obsolete together. It is our firm 
view that unless we replace these ships gradually over the years, America wi 
lose its competitive position and will lose out in the international bid for trade 

One alternative to tax incentives is an outright subsidy at the time the 
placement becomes necessary. This the administration says it favors instea:! 
of the tax incentives. We of labor, however, much prefer that the Governmen 
stay out of the shipping business as much as possible, if for no other reason the: 
that its business is government, not shipping. The best way to Keep Governmen: 
out of shipping and to keep the merchant fleet in private hands is to let the 
ship operators store up some earnings in good years so that when the fatef 
day of obsolescence comes there will be enough in the bank account to replac: 
the ships. Naturally, if the operator does not put this money into ships and 
wants to use it for some other purpose, he should be taxed at the usual rate 

I’ve read over the arguments against this bill ever since it was first introduced 
4 years ago. A case probably can be made that one industry should not be given 


special advantages over another. But to do this, we'd have to go back to 1776 


and start all over. And we'd have to change a lot of laws that are on the books 
right now. Right from the start, the First Congress gave shipping a favored 
position and literally froze foreign shipping out of American ports. This had 
political repercussions abroad and made enemies for us. However, the goal 
was a worthy one—to build up American-flag ships in order to make ourselves 
independent of any other power on earth. The methods of discrimination agains 
foreigners, though, proved unacceptable as time went on. We later tried favoring 
United States shipping by means of mail subsidies. The 1936 act put an end | 
that device, however, and substituted the present program of direct subsidi: 
based upon the disparity between American and foreign building and eperatins 
costs. The 1936 act also provided for tax-deferred funds for ship replacemen! 
As we see it, the amendments to the act proposed in the long-range bill mer: 
extend these incentives to forms of shipping other than the favored few 

now have this privilege. 

If there is any merit in the 1986 act, there is merit in the amendments to th 
act proposed in the long-range bill. And since Congress as recently as 1! 
investigated the 1936 act and found it to be an excellent piece of legislat 
(Senate report under S. Res. 50. September 1950, S. Rept. 2494), then Congres 
should proceed to do the things necessary to keep a strong merchant marine, 
the preainble to the act says it should, 

There is a reason, and you may consider it a selfish reason (it is also a pati 
otic reason from our standpoint), why we supported the needed subsidies for 
the United States merchant marine. United States merchant marine seamen 
ure organized for protection and living standards of the American way of lif: 
There have been periods when the American seaman was treated the same as 
the lowest coolies in the Asiatie countries sailing American vessels, But sinc 
the majority of the seamen now are American-born citizens, and particular 
after the 1930's when they organized to better their standatd of living, ar 
cained respect and recognition in American society, we now can point proud 
to the results obtained through our organization. The seaman now, like an: 
other American workingman, is way above the substandard of living in foreig 
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eountries. The operators who cooperated to a great extent to gain the position 
we now enjoy, must compete with foreign nations who still treat their seamen 
in a substandard manner. We do not need to elaborate on the part the American 
merchant seamen played for the successful conclusion of World Wars I and Il— 

is an open book. But we also wish, and are determined, to retain the recog- 

ized standard of living which is now enjoyed by the United States merchant 
marine seamen and we will continue to work for better conditions and benefits 
for these American seamen and officers whom we represent, 

It so happens that wages for American seamen and officers are between two 
and three times what they are on foreign ships. The wages in American sbip- 
yards are such that the difference in cost of building a ship in American yards 
compared with European yards is anywhere from 40 to 50 percent, depending 
ipon the type. In neither saiilng nor shipbuilding is American labor known to be 
ess efficient. True, some working rules forbid seamen doing certain things as 
part of their job, but that is simply a recognition of the American standard of 
living Which calls for an 8-hour day and a minimum of back-breaking work. 

This being the case, the American ship operator, it seems to me, is faced with 

situation where he has either to— 

(1) Charge higher rates, 

(2) Ask for more outright subsidies, 

(3) Ask for tax incentives whereby he can build up a savings account 
for the rainy day when his ship is obsolete, (Actually, many war-built ships 
are obsolete right now, a situation which the mariner program will rectify 
in part.) 

There is one other choice, perhaps, but one which every good trade-union man 
sindders to think about. That is to have the Government take over merchant 
shipping, and let the taxpayers pick up the tab—win, lose, or draw. This is 
already being tried under MSTS operation of merchant-type ships, and I have vet 
19 see proof where that operation is as competitive as private operation, 

As for charging higher rates, 1 don’t see how that is any solution to the re- 
placement problem. Shippers are already complaining about rates being too high. 

No, gentlemen, the American way is to give the individual or the industry 
| the help you can and let him work out his own salvation, This is the inherent 
philosophy of both the 1936 act and the long-range bill. 

In conclusion, may I call to the attention of the committee a fundamental 

onomie truth which bears repeating, even before such a well-informed group 

s the Merchant Marine and Fisheries Cotmmmittee. And that is, in plain lan- 
snage, that the shipping industry is a feast-and-famine business. We had a 
terrifie expansion from 1,300 to 5,000 ships during the past war; we had a 
short postwar lull; then hit our stride again in 1947 and 1948, when 1.500 ships 
vere out on charter to the private operators. Then came another lull, with a 
drop-off of 1,250 ships in a year’s time, representing the loss of 50.000 jobs at 
sea. The fall of 1949 and the spring of 1950 were very trying times for Amer- 
ican seamen—only a few ships were operating over and above the 1,300 or so 
privately owned ships. Then came Korea, with an upsurge in demand for ships 
ind the return of nearly 700 ships from the reserve fleet to the sea lanes of the 
world, carrying support cargoes to troops in Korea and relief cargoes to Yugo- 
slavia and India, to name just a few. Now we find that 300 or more of these 
~hips will be laid up between now and midsummer. 

We who represent American labor are not suggesting that Congress should 
just order ships to keep running so as to maintain jobs for seamen. We do, 
however, believe that if the American merchant fleet is kept at a fast com- 
petitive pitch, and this can be done only by means of a steady replacement 
program, then the American companies will always be able to hold their own 
and American seamen will always have jobs. But unless we are competitive, 
we will lose out. 

The members of the National Organization Masters, Mates, and Pilots of 
\merica see that their responsibility is to run the ships efficiently, safely, and 
f possible, profitably. This we will continne to do if you gentlemen of the 
‘‘ongress will provide the American ship operators with the tools to do their 
jobs, so that we, in turn, may do ours. 
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STATEMENT From Capt. C. F. MAy in Supporr or THE LONG-RANGE SHIpPIN 
Britt (S. 241) 


To the Honorable Chairman and Members, House Merchant Marine and Fisheries 
Committee. 

GENTLEMEN: The undersigned, Capt. C. F. May, national president of the 
National Organization Masters, Mates and Pilots of America (AFL), represent- 
ing the licensed masters and other deck officers of the United States merchun 
marine, respectfully submits the following statement for your consideration j 
support of the above-mentioned bill. 

The future of American shipping, at least private American shipping, wil 
to a great degree, be decided by the terms of the long-range shipping bill, whic! 
you gentlemen are now considering. 

If this seems like a dramatic approach, perhaps it is a necessary one, because 
so often in the past we of labor and those from the shipowner group have been 
all too matter-of-fact about telling Congress of our problems. And we haven't 
done too well as a result. In the past the maritime industries have been 2 
favorite whipping boy, especially for political reasons. And while we are critica! 
of our industry being used in this way, we hope that after the dust settles ther 
can be a stock-taking and a serious effort made to keep the American merchant 
marine afloat on the seven seas. 

It seems to me that this committee is at that stock-taking point right now 
You are considering a bill which is of vital concern to the men who build ships, 
to the men who own and operate them, and to the men who sail them. We ar 
all in the same economic boat together, and your stock-taking involves the future 
of us all. For my part, however, I'd like to speak today of labor’s stake in the 
future and its responsibility to this country’s merchant marine. 

S. 241 is for the most part good legislation. It provides the incentives for 
capital build-up without which we can never hope to replace our present merchant 
ships, nearly all of which will become obsolete together. It is our firm view 
that, unless we replace these ships gradually over the years, America will lose 
its competitive position and wil lose out in the international bid for trade. 

One alternative to tax incentives is an outright subsidy at the time the replace 
ment becomes necessary. This the administration says it favors instead of the 
tax incentives. We of labor, however, much prefer that the Government stay 
out of the shipping business as much as possible, if for no other reason than 
that its business is government, not shipping. The best way to keep Government 
out of shipping and to keep the merchant fleet in private hands is to let the ship 
operators store up some earnings in good years so that when the fateful day 
of obsolescence comes there will be enough in the bank account to replace the 
ships. Naturally, if the operator does not put this money into ships and wants 
to use it for some other purpose, he shonld be taxed at the usual rate 

I’ve read over the arguments against this bill ever since it was first introduced 
4 vears ago. A case probably can be made that one industry sheuld not be 
given special advantages over another. But to do this, we'd have to go back 
to 1776 and start all over. And we'd have to change a lot of laws that are on 
the books right now. Right from the start, the first Congress gave shipping 
nu favored position and literally froze foreign shipping ont of American ports 
This had political repercussions abroad and made enemies for us. However 
the goal was a worthy one—to build up American-flag ships in order to make 
ourselves independent of any other power on earth. The methods of discrimina 
tion against foreigners, though, proved unacceptable as time went on. We later 
tried favoring United States shipping by means of mail subsidies. The 1936 act 
put an end to that device, however, and substituted the present program of direct 
subsidies based upon the disparity between American and foreign building and 
operating costs. The 1936 act also provided for tax-deferred funds for ship re 
placement. As we see it, the amendments to the act proposed in the long-range 
bill merely extend these incentives to forms of shipping other than the favored 
few who now have this privilege. 

If there is any merit in the 1936 act, there is merit in the amendments to that 
act proposed in the long-range bill. And since Congress as recently as 1950 
investigated the 1936 act and found it to be an excellent piece of legislatior 
(Senate report under S. Res. 50, September 1950, S. Rept. 2494), then Congress 
should proceed to do the things necessary to keep a strong merchant marine 
as the preamble to the act says it should, 

There is a reason—and you may consider it a selfish reason: it is also a patri 
otie reason from our standpoint—why we supported the needed subsidies for the 
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United States merchant marine. United States merchant marine seamen 
are organized for protection and living standards of the American way of life. 
There have been periods when the American seaman was treated the same as 
the lowest coolies in the Asiatic countries sailing American vessels. But since 
the majority of the seamen now are American-born citizens—and particularly 
after the 1950's, when they organized to better their standard of living ana 
gained respect and recognition in American society—we how can point proudly 
to the results obtained through our organization. The seaman now, like any 
other American workingman, is way above the substandard of living in foreien 
countries. The operators who cooperated to a great extent to gain the position 
we now enjoy must compete with foreign nations who still treat their seamen 
ina substandard manner, We do not need to elaborate on the part the American 
merchant seamen played for the successful conclusion of World Wars I and II 

it isan open book. But we also wish—and are determined—to retain the recog- 
nized standard of living which is now enjoyed by the United States merchant 
marine seamen, and we will continue to work for better conditions and benefits 
for these American seamen and officers whom we represent. 

It so happens that wages for American seamen and officers are between two and 
three times what they are on foreign ships. The wages in American shipyards 
are such that the difference in cost of building a ship in American yards com 
pared with European vards is anywhere from 40 to 50 percent, depending upon 
the type. In neither sailing nor shipbuilding is American labor known to be less 
efficient. True, some working rules forbid seamen doing certain things as part 
of their job, but that is simply a recognition of the American standard of living 
which calls for an S-hour day and a minimum of back-breaking work. 

This being the case, the American ship operator, it seems to me, is faced with 
a situation where he has either to— 

(1) Charge higher rates. 

(2) Ask for more outright subsidies. 

(3) Ask for tax incentives whereby he can build up a savings account for 
the rainy day when his ship is obsolete. (Aetnually, many war-built ships 
are obsolete right now—a situation which the mariner program will rectify 
in part.) 

There is one other choice, perhaps, but one which every good trade-union man 
shudders to think about—-that is, to have the Government take over merchant 
shipping and let the taxpayers pick up the tab—win, lose, or draw. This is 
already being tried under MSTS operation of merchant-type ships, and IT have 
yet to see proof where that operation is as competitive as private operution 

As for charging higher rates, I don’t see how that is any solution to the 
replacement problem. Shippers are already complaining about rates being too 
high. 

No, Gentlemen, the American way is to give the individual or the industry all 
the help you can and let him work out his own salvation. This is the inherent 
philosophy of both the 1956 act and the long-range bill. 

In conclusion, may TI eall to the attention of the committee a fundamental eco 
nomie truth which bears repeating, even before such a well-informed group as 
the Merchant Marine and Fisheries Committee. And that is, in plain language, 
that the shipping industry is a feast-and-famine business. We had a_ terrific 
expansion from 1,300 to 5.000 ships during the past war: we had a short postwar 
lull, then hit our stride again in 1947 and 1948, when 1,500 ships were out on 
charter to the private operators. Then came another lull, with a drop-off of 1.250 
ships in a year’s time, representing the loss of 50,000 jobs at sea. The fall of 1949 
and the spring of 1950 were very trying times for American seamen—-only a few 
ships were operating over and above the 1,300 or so privately owned ships. Then 
came Korea, with an upsurge in demand for ships and the return of nearly 700 
ships from the reserve fleet to the sea lanes of the world, carrying support cargoes 
to troops in Korea and relief cargoes to Yugoslavia and India, to name just a few. 
Now we find that 300 or more of these ships will be laid up between now and 
midsummer. 

We who represent American labor are not suggesting that Congress should 
just order ships to keep running so as to maintain jobs for seamen. We do, 
however, believe that if the American merchant fleet is kept at a fast competitive 
pitch, and this can be done only by means of a steady replacement program. then 
the American companies will always be able to hold their own and American 
seamen will always have jobs. But unless we are competitive, we will lose out. 

The members of the National Organization of Masters, Mates, and Pilots of 
America see that their responsibility is to run the ships efficiently, safely, and 
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if possible, profitably. This we will continue to do if you gentlemen of the Con- 
gress will provide the American ship operators with the tools to do their job, so 
that we, in turn, may do ours. 
Respectfully submitted. 
NATIONAL ORGANIZATION MASTERS, MATES, 
AND PILoTs OF AMERICA, 
Capt. C. F. May, President. 


(The following statements were later furnished for the record: ) 


STATEMENT ON BEHALF OF NATIONAL Rivers AND Harsors CONGRESS, WASHING- 
ron, D. C., py Wittiam H. Wess, Execurive Vick President, Wirth Respecr 
ro S. 241 


The National Rivers and Harbors Congress possesses members in every State, 
Territory, possession, and the District of Columbia.e Our objectives are the 
sound and orderly development of our natural resources to serve the ever 
present und increasing needs of navigation, flood control, hydroelectric power, 
irrigation, and related uses. 

As the name of our organization indicates we are coneerned not only with 
the improvement of our rivers and harbors of the United States, but with their 
utilizatio nby merchant ships flying the flag of the United States. 

It is, therefore, almost impossible to deal with the rivers and harbors of our 
Nation without also dealing concomitantly with merchant ships. Without 
our rivers and harbors our American merchant marine would be unable to exist. 
Conversely, without a strong American merchant marine our rivers and harbors 
would not enjoy the volume of traffic and activity they do today. 

There are many in our organization who well remember several decades ago 
when, for the lack of a strong United States shipping fleet, much of the commerce 
of our inland areas brought to our seaports over the rails and inland waterways 
rested on the docks and choked our flow of commerce. Foreign merchant ships, 
seeking higher rates elsewhere in the world, had forsaken our harbors, Un- 
fortunately we had no merchant marine worthy of the name then to solve that 
grave economic problem. 

There have also been other times that for the lack of regularly scheduled 
United States flag liner services to the important world areas, our business and 
agriculture have been unable to guarantee prompt delivery of their products. 
In this respect, inland waterway transportation facilities also suffered. 

The National Rivers and Harbors Congress cannot presume to know all of the 
details of operating an American merchant marine. It does know however that 
two great world wars and the tremendous economic and military rehabilitation 
programs in which we are now engaged have and continue to demand an American 
merchant marine commensurate with the importance and responsibility of the 
United States as a world leader. 

Those who have inquired into the facts, as we have, know that more than S80 
percent of all the logistical support of the United Nations military and economic 
effort in Korea has been carried by American ships, and at a cost far less than 
it would have been had we been forced to rely entirely upon foreign merchant 
ships. 

Today we look with pride upon a larger American merchant marine than we 
have ever had before in our history, even though inadequately balanced and 
facing many grave and serious problems. 

Perhaps the most important problem of all is the growing age of our merchant 
fleet, and what we will do to replace it when it is no longer competitive with 
foreign fleets, or old and worn out. As you gentlemen must be aware, the prob- 
lem is made more serious by the fact that practically the entire fleet is approach- 
ing this so-called block obsolescence. This is going to happen simply because 
the preponderant majority of the ships in our fleet were all built in 3 years dur- 
ing World War IT. 

Added to this problem of replacement is that of the need for special types of 
merchant ships for the Great Lakes and for the oceans. These types include 
passenger-carrying vessels suitable to quick conversion to troop transports in 
an emergency, tankers, and ore-carrying ships. 

These problems have not arisen, in our estimation, within the past few months. 
They began at the end of the last war, and their severity increases with each 
year. Two years ago at our fortieth annual convention in Washington, D. C., 
we recognized the growing gravity of these problems and the acute need for 
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action. At that time we appeared before the comparable body of the United 
States Senate to plead for a program which would help to solve or overcome 
these difficulties. 

Again last May 1951 our organization unanimously endorsed policies advocat- 
ing and urging thg Congress to take cognizance of and act upon the problems 
affecting our merchant marine. 

In August of 1951 the United States Senate, by a substantial majority, adopted 
a program of assistance, 8. 241, a so-called long-range shipping legislative 
program. 

We do not feel this program is the entire answer to the problems facing our 
American merchant marine today. We do feel it will go far toward alleviating 
some of the difficulties which face American shipping today. We say this because 
S. 241 is the only program since the end of the last war which has the unified 
support of every and all segments of the American merchant marine. 

We would indeed be presumptuous to tell this important Committee on Mer- 
chant Marine and Fisheries what criteria should be used to answer the problems 
which today beset our merchant fleet. 

It is our sincere conviction, however, that such criteria and the legislation 
which is necessary, even indispensable, can and will be determined in the hands 
of this experienced juridical body. 

The National Rivers and Harbors Congress therefore urges this Committee 
on Merchant Marine and Fisheries to give the most serious attention and delib 
eration to the long-range progranr. Further we would urge that the greatest 
effort be made by this Eighty-second Congress to promptly implement the recom 
mendations made by this committee for the strengthening of our national 
maritime policy. 

The faith we bave in the fairness and ability of this committee convinces us 
that you will come forward promptly with a maritime program in the public 
interest, and one which will help to guarantee this Nation its rightful place on 
the high seas. 

To this end we pledge our whole-hearted support and cooperation. 


RESOLUTIONS UNANIMOUSLY ADOPTED BY THE OFFICERS AND DIRECTORS OF THE 
NATIONAL RIVERS AND HARBORS CONGRESS, May 11, 1951 


IX——-THE AMERICAN MERCHANT MARINE 


The National Rivers and Harbors Congress reaflirms its advocacy of a strong 
efficient modern American merchant marine as an indispensable adjunct in the 
continued development and maintenance of the foreign trade of the United States 
and the preservation of the high standards of the domestic economy of our 
country. The full utilization of our water transportation facilities in the domes- 
tic deep-sea trades and the inland waterways, as well as the foreign off-shore 
maritime services is the only practical and economical treans of insuring thi 
availability of such services modern and efficient and adequate for the many 
communities they are best able to serve. 

AS on numerous previous occasions, the American merchant marine has again 
in the Korean war proven its indispensaple value to the security of our Nation 
in a national emergency because American flag vessels were available to per 
form the services required. Likewise, the current military defense and pre 
paredness progranr must recognize the importance of the maritime facilities 
of our Nation and give to them first priority consideration in progressive proj 
ects. The United States, necessarily a world-trading people inherent in the 
great volume of our domestic production, must be a leading maritime Nation 
and should not and eannot be dependent upon foreign-flag shipping for either 
its foreign trade or its national defense. 

The National Rivers and Harbors Congress urges the Congress of the United 
States to recognize the sentiments of the people throughout their country that 
their best interests are served by their representatives in Congress through the 
development and maintenance of our water-transportation facilities as essential 
to our prosperity, with particular reference to the water carriers in the foreign 
trade, the domestic coastwise and inland waterways, the shipbuilding and repair 
facilities, and the maintenance of adequate harbor facilities of our expansive 
coast line to adequately service the commerce of our Nation. 
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STATEMENT OF JOHN S. DELANO, PRESIDENT OF THE AMERICAN PILOTS’ ASSOCIATION, 
on 8S. 241, To AMEND THE MERCHANT MARINE AcT OF 1956 


This statement is submitted by the American Pilots’ Association on behalf of 
its membership to set forth their position on pending bill, S. 241, which would 
amend the Merchant Marine Act of 1936. 

The American Pilots’ Association is a national organization of the 40 groups 
of State pilots serving American seaports in the 20 seaboard States. The Stat 
Pilot Service is regulated and controlled by State laws under authority delegated 
to the States by the First Congress on August 7, 1789, and sanctioned by every 
Congress since that time. 

before commenting on 8. 241, it seems desirable to state that all foreign vessels 
and American vessels engaged in foreign trade have been, since the First Con 
gress, required to employ State pilots when entering or leaving American seaports, 
and pay the same rate of compensation for pilot services irrespective of the 
nationality of the vessel. Therefore, it is obvious that our interest in the 
American merchant marine can in no way be attributed to selfish or mercenary 
motives. Notwithstanding this fact, however, State pilots, like all loyal and 
prudent Americans, could not be stancher supporters of a strong merchant 
marine even if they were paid propagandists for the maritime industry. 

The members of the American Pilots’ Association urge you to report favorabl 
S. 241 in its present form. We do not believe it necessary for us to discuss 
herein, provision by provision, each of the subjects contained in 8. 241, which are 
amendatory of the Merchant Marine Act of 1956, because we feel certain they 
have or will be presented to you most ably by others. We know what this measure 
contains and are in favor of it and all of its provisions—but we do not think it 
goes far enough. 

We hope there will soon be added to our basic Merchant Marine Act further 
legislation Which will insure that the policies laid down and annunciated in 
section 101 thereof will be fully implemented, Changing conditions call for new 
ways and means of effectuating a substantive policy and the bill before you wil! 
be a helpful step. Right now, of great concern to us is the depressing effect 
which the defeat of S. 241 would have upon those who have labored so faithfully 
to get the matter in its present form before you. We are cognizant of the 
intelligent efforts which the Senate subcommittee, headed by Senator Magnuson, 
expended in its investigation of the status of our maritime industry. Senator 
Magnuson’s committee has brought forth a good bill and we cannot afford to lose 
the fruits of their industry. Perhaps of greater Moment to us all right now 
would be the encouragement which opponents of the American merchant marine 
would receive from the failure of this measure to become law. Such an unfor 
tunate thing would embolden them to take even further liberties with the 
welfare of our merchant marine. 

The American pilots have seen the rise and fall of the fortunes of the Ameri- 
can merchant marine since the infancy of our Nation. To them it is unthink- 
able that we should again allow ships of American registry to disappear from 
the trade lanes of the world, because they are fully aware of the indispensability 
of an adequate maritime industry to the security and prosperity of our country. 

The American Pilots’ Association regards the American merchant marine as 
our fourth arm of national defense, We know the United States cannot suc- 
cessfully fight a war away from its own shores without a merchant marine suf- 
ficient to render complete logistical support to our Armed Forcest abroad, and 
we consider any suggestion of reliance upon others for such support unrealistic 
and calamitous. Old ships won't do, neither will new ships in lay-up status. 
We must have modern ships and trained personnel to man them. Experience 
has tuught us that the most economical way to provide for an adequate mer- 
chant marine is through the adoption of an orderly year-to-year program which 
will prevent the peaks and valleys of the past from recurring. 

We are now expending billions of dollars to aid other nations in the restoration 
of their economy. This money is being used in one way or another to help them 
to rebuild or build anew modern tonnage to compete with our own which, with- 
out substantial aid from Congress, faces obsolescence. Common sense sug 
gests that if we can be so generous in our aid to the other fellow, that we do 
something in the way of lending a helping hand to this, our oldest major 
industry on the home front. Every prudent person realizes that the maritime 
industry is vital to our peacetime economy and imperative to the national seeu- 
rity in times of peril and therefore must be maintained in a state of healthy 
readiness for our self-preservation. 
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We are not favoring a monopoly of world shipping by vessels of American 
registry. Quite to the contrary, we would oppose any such proposal which 
would unjustly discriminate against ships which fly the flags of friendly nations 
for we realize that the vessels and crews of other democratic nations entering 
our seaports serve as emissaries of good will which contribute to harmonious 
international understanding, just as American ships and their crews perform a 
great service to our country through friendly contacts made in foreign ports. 
This is a service we must not lose. 

We are sure 8. 241 will help to solve some of the problems which now confront 
the American merchant marine and earnestly and respectfully ask your aid in 
bringing about its passage at the earliest possible moment, 


STATEMENT BY RAYMOND J. BRENNAN, CHATRMAN, LApBor’s LEAGUE FOR POLITICAL 
EpvUcaTION OF THE SuHipyarp LABORERS UNION, LOCAL SS6, CONCERNING THE 
LONG-RANGE SHIPPING Brit (8S. 241) 


My name is Raymond J. Brennan. I am chairman of Labor’s League for 
Political Education of Shipyard Laborers, local 886, an organization generally 
concerned With the development and maintenance of the merchant marine and 
its related shipbuilding and ship-repair industries, specifically in the interest of 
the Shipyard and Marine Shop Laborers’ Union, local 886, an affiliate of the 
American Federation of Labor, with work jurisdiction confined to the shipyards. 

We are filing this statement with your committee in the interest of the passage 
of S. 241. 

The decline of our shipping industry since the end of World War II reflects 
a very alarming trend. In 1945 the United States was ranked as the leading 
maritime nation of the world. Today, in the construction of new ships, our 
country ranks ninth among the nations of the world. Not one cargo vessel 
is being built for private account and only one passenger liner. This is grave 
eause for alarm. 

The magna carta of shipping, namely the Merchant Marine Act of 1936, was 
drawn in the interest of the development and maintenance of our merchant 
marine, Subsidies were granted to equalize costs of our operators under stated 
conditions to enable them to successfully compete with foreign interests operat- 
ing under a much lower standard of living and correspondingly lower costs. 
Developments in the intervening 16 years since passage of the act have con- 
vinced us that amendments are needed to fully carry out the purposes for which 
the act was originally drawn. 

No industry can carry on without the ability to perpetuate itself. If the 
means are not available for an industry to replace and modernize its worn-out 
equipment, then obviously it will become obsolete. How is an industry with worn- 
out or obsolete equipment to successfully compete with the industries of other 
countries, especially when the latter's equipment is new and modern in every 
respect? How is it possible to utilize obsolete vessels as a fourth arm of our 
country’s defense? . 

A primary problem in the modernization of our merchant fleet is a lack of 
ready capital. We have noticed a decline of shipping shares on the New York 
market, during the years of 1946 through 1951, while industrials have advanced 
33 percent and rails approximately 3S percent by Dow-Jones averages. This 
trend has occurred during a period of heavy transocean shipments and reflects 
the unattractiveness of shipping shares to investors. Obviously, if the sale of 
shares on the stock market is not practical, some other method must be found to 
finance capital requirements. 

A further complication is the fact that replacement costs are much higher than 
the original purchase pri¢te of the vessels to be replaced. During World War II 
and before ,when most of the vessels were built, a ship could be built for less 
than half of the present figure. Most of the vessels were acquired under the 
Ship Sales Act of 1946. Acquired at a figure of approximately $100 a ton, it 
will require approximately $400 a ton to replace them. 

If, as stated, with less than one-third of the capital requirements from cash 
and depreciation sources available, with no attractive basis for the sale of 
securities, only one source remains, namely, a substantial share of the shipping 
earnings when they are available. If is onr opinion that if shareholders are 
willing to forego immediate dividends, the Government could and should defer 
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the normal and surtax, and by so doing provide work for shipyard plants and 
labor, together with seagoing personnel, and collect additional taxes on earning 
that will ensue. 

Under the present law, vessels may be traded in to the Government as part 
payment on a new vessel, when it has attained the age of 17 years. Most of 
our fleet Was war-built and averages approximately 10 years. Vessels must bx 
retired at 20 years. Thus if we wait 7 years as is required by present law 
most of the vessels will be 17 years old, and we will have but 3 years to replace 
them. Senate bill 241 offers a much more realistic approach, permitting the 
trading in at 12 years and the replacement of our fleet over a longer period of 
time. Without this change we will be faced with block obsolescence and wit}! 
idle shipyards. 

There are those who oppose the granting of subsidies to our merchant marine 
Historically, however, it is our understanding that subsidies over and above 
recapture profits, have averaged but $17,000,000 per year. As against this 
average cost of $17,000,000 per year in subsidies, consider the $17,000,000,000 
spent for emergency shipyards and our wartime fleet during World War II 
We are still paying interest on this wartime expenditure, and at an estimated 
rate of 2 percent it equals the awesome figure of $340,000,000 yearly in interest 
payments alone. How much better to plan intelligently over a long period and 
encourage the continuous development in an economic manner. 

The United Nations action in Korea has shown the continued importance of 
American-flag ships operated by private companies. Approximately SO percent 
of the logistical support for our Armed Forces has been so transported. New 
emergencies of much more ominous nature may confront us. How better to 
prepare our merchant marine for its role as a defense auxiliary, than through the 
passage of S. 241. 

Labors’ League for Political Education of Shipyard Laborers, Local 886, has 
long noted the alarming shortage of passenger vessels to carry American travelers 
in peacetime and convertible to troop transports in time of war. There are less 
than half the number of active commercial liners in this country today, than 
were available at the outset of World War II. Today, in passenger-lift capacity, 
we have but 40 percent of the World War IT figure. Passenger liners have not 
been a good investment in contrast to cargo vessels, are costly investment, and 
much less potent in earning power. Weare heartily in favor of the non-recourse 
loan principle to passenger vessels meeting the specifications and under the eco: 
ditions stated in S. 241. The shortage of passenger liners, convertible to troop 
transports in the event of an emergency, is a serious danger to the security of! 
our country. It is our belief that this provision will assist in the elimination of 
this shortage. Some encouragement must be given. Government loans in othe: 
instances are confined to the individual collateral and there is no justificatio 
for not applying the same principle here. 

We have read and studied all provisions of S. 241. May we reiterate that we 
are in complete accord with the purposes of the bill and with each and ever 
provision contained therein. We have noted the steady decline of our merehan! 
marine in contrast to the growth and modernization of others. We have observe 
that with the growth and modernization of other merchant marines, have com: 
governmental assistance of a kind and nature unknown in this country. Gren 
Britain, Norway, Sweden, Denmark, France, the Netherlands, Australia, ar 
Canada are a few; needless to say, there are many more, 

It is our opinion that the shipbuilding and ship-repairing industries are vitally 
related to the development and maintenance of our merchant marine. A failure 
to maintain the merchant marine has had an equally adverse effect on our ship 
yards. A failure which, in the opinion of many, extended World War II by a‘ 
least 1 year, with a much greater loss of life and consequent increased suffering 
We have long maintained that the only practical way of eliminating uneconomica 
expenditures of wartime shipbuilding is through a long-term program of planned 
orderly replacement. We have maintained that our country will be more secur: 
because of it with a more adequate fleet and with a skilled group available i: 
our shipyards for sensible, orderly expansion in the event of a new emergency 

May we emphasize once again that our organization is composed solely of labor 
Tt is our considered opinion that if the problems relative to the American mer- 
chant marine are to be solved intelligently, S. 241 must be passed. Capital must 
be found to modernize our fleet and conditions must be altered so as to best 
encourage that investment. We sincerely believe these things are necessary. 
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Port oF Detroit COMMISSION, 
Detroit, Mich., January 21, 1952. 
Hon. Epwarp J. Hart, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D, C. 

DeAR CONGRESSMAN: We enclose for your information copy of a resolution 
adopted by the port of Detroit Commission on Monday, January 14, 1952, rela- 
tive to S. 241 a bill proposing to amend the Merchant Marine Act of 1936, as 
amended. 

Very respectfully yours, 
Max M. McCray, Evecutive Director. 


RESOLUTION 


Whereas a review of existing conditions reveals that because of higher Ameri- 
can costs for ship construction and operation an adequate merchant fleet under 
the American flag cannot be expected or obtained without Government assistance ; 
and 

Whereas our higher standards of living, higher wages for shipbuilders, and 
for crews and higher materials and other costs, make it improbable that Ameri- 
can-flag vessels can survive in the essential trade routes against ships operated 
under any of the foreign flags; and 

Whereas the merchant marine of the Great Lakes is closely allied in many 
respects with the merchant fleets of our coasts ; and 

Whereas 8S. 241, a bill proposing to amend the Merchant Marine Act of 1936, 
as amended, has been carefully examined by the port of Detroit Commission ; 
and 

Whereas it is this commission's firm belief that S. 241 will do much toward 
further promoting the development and traintenance of our Great Lakes and 
national merchant marine; and 

Whereas it is further believed that the provisions of this bill hold forth the 
best promise of giving shipping risk capital the economic atmosphere and con- 
lidence to proceed with new construction under private auspices; and 

Whereas it will additionally strengthen the quality and competitive capacity 
of our merchant marine, shipbuilding, and allied industries: Therefore be it 

Resolved, That the port of Detroit Commission, meeting in its offices in Detroit, 
Mich., on Monday, January 14, 1952, does unanimously endorse 8S. 241 and recom- 
mvends its early and favorable consideration by the United States House of Rep 
resentatives ; and be it further 

Resolved, That a copy of this resolution be sent to the Speaker of the House of 
Representatives, to the chairman of the House Committee on Merchant Marine 
and Fisheries, and to each Representative of the State of Michigan in the United 
States Congress. 

Certified to be a true and correct copy of a resolution extracted from the min- 
utes of the meeting of the port of Detroit Commission held in its offices in Detroit, 
Mich., on Monday, January 14, 1952. 

Max M. McCray, 
Executive Director, Port of Detroit Commission, 
JANUARY 21, 1952. 


RESOLUTIONS OF THE COMMONWEALTH OF MASSACHUSETTS MEMORIALIZING THE 
CONGRESS OF THE UNITED STATES ‘To PAss LEGISLATION PROVIDING FOR A SuIp- 
BUILDING PROGRAM 


Whereas there is pending before the Congress of the United States a bill, 
Senate bill 241, known as the long-range shipbuilding bill; and 

Whereas the purpose of said bill is to provide for a long-range shipbuilding 
program ; and 

Whereas shipbuilding is a vital industry and of importance to this Common- 
wealth: Therefore be it 

Resolved, That the house of representatives respectfully urges the Congress 
to enact, and the President of the United States to sign, as soon as possible, the 
hill hereinabove mentioned ; and be it further 
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Resolved, That copies of these resolutions be sent forthwith by the secretary 
of the Commonwealth to the President of the United States, to the presiding oftice: 
of each branch of Congress and to the Members thereof from this Commonwealth 

House OF REPRESENTATIVES, September 27, 1951. 

Adopted : 

LAWRENCE R. Grove, ClerdA 

A true copy. Attest: 

[SEAL] Epwarp J. Cronin, 

Secrctary of the Commonwealth. 


THe PROPELLER CLUB OF THE UNITED SYTAates, 
Port of Los Angeles-Long Beach, March 14, 1952 
Hion. Epwarp J. TLArt, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

Deak Sir: This organization, representing 2SO business and professional mer 
of Los Angeles County, who are leaders in shipping operations, shipbuilding 
and allied industries, respectfully urge vou to use your good offices for favorable 
action upon the long-range shipping bill (S. 241) as passed by the Senate last 
December. We understand this bill is now in the House Committee on Merchant 
Marine and Fisheries. We believe the bill to be essential for the welfare of the 
American merchant marine and national defense and sincerely hope for your 
prompt and favorable action so that the bill can be approved by the present 
session of Congress. 

Sincerely yours, 
LAWRENCE Wore, President 


Lone Service CLvUp, 
Fore River PLANT, BETHLEHEM STEEL Co., 
Quincy, Massachusetts, March 20, 1952 
Epwarp J. Harr, 
Chairman, House Merchant Marine Committee, House of Representatives 
Office Building, Washington, D. C. 

Dear Str: The over 900 members of the Fore River Long Service Club thank 
you for approving the decision to call public hearings on the long-range merchant 
marine bill, 

Adoption of the legislation should be enacted by the present session of Con 
gress, so the public hearings must be held soon. 

Club members are all shipbuilding employees, each with over 20 years’ service 
in the building of all types of ships. Over the vears it has been apparent that 
the pending legislation is very necessary, and its passage will correct deficiencies 
in the 1936 merchant-marine law, and provide steady employment for all workers 
required to build and maintain a strong merchant marine. 

Respectfully, 
OrTro HoLiANvDER, Recording Secretary 


THE COUNCIL OF AMERICAN MASTER MARINERS, 
Vew York, N. Y., December 13, 1951. 
Re Senate bill S. 241: Long-range merchant-marine bill. 
Hon. Epwarp J. Harr, M. C., 
Chairman, House Merchant Marine and Fisheries Committee, House of 
Representatives, Washington, D. C. 

Dear CHAIRMAN Harr: The Merchant Marine and Fisheries Committee otf 
the United States House of Representatives upon reconvening in January 1252 
will have the responsibility of passing on the merits of Senate bill No. 241, known 
as the Magnuson-O’Conor long-range merchant-marine bill. This bill is’ the 
product of more than 3 years of intensive study in the United States Senate. It 
is designed to prevent bloc obsolescence of the American merchant marine by 
stimulating the construction of a much-needed fleet of new, fast, modern mer 
chant ships of all types sufficient to maintain our trade and commerce on the 
ocean highways in time of peace and for purposes of national defense in time 
of war. 

We all know, or should know, that the possibility of bloc obsolescence is 
imminent one with grave consequences for the Nation's foreign commerce 
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defense preparedness, Approximately 85 percent of our entire merchant fleet 
is made up of emergency-built vessels of World War Il vintage. Let's buiid 
the right-type vessels in peace instead of war emergency. 

Most of our foreign competitors in the commercial field write off their mer- 
chant vessels in 10 years (instead of our 20 vears), and they have already con- 
structed a new, modern, postwar fleet of fast ships of all types for all world- 
trade routes. We have not done so, which again emphasizes the state of our 
bloc obsolescence of our merchant fleet. 

Therefore, it is factual when we say that the bulk of our merchant fleet is al- 
ready obsolete—according to modern standards of foreign competition and na 
tional defense requirements—and that it would also be a “sitting duck” in the 
event of possible enemy submarine attacks. Every master mariner knows that 
a 10- or 13-knot vessel cannot outmaneuver a 25- or 3U-Knot elemy submarine. 
They learned that fact during the last war and the war before that one at a 
terrible price in loss of ships, cargoes, and Manpower. Are we again to throw 
these experiences and values overboard 7 

As ineidental to the above situation, some of us wonder if we, as a Nation, 
are not being softened for the kill? We debate on phony issues while our 
merchant marine deteriorates, While our maritime appropriations are being cut, 
while steel is being curtailed and sent abroad, while our shipyards have to cut- 
back in experienced personnel due to the lack of steel for the construction of 
much-needed Mariner type vessels, while our licensed and unlicensed personne! 
is being drafted out of the merchant marine and made foot soldiers in the 
Army, while we close up our Federal maritime training facilities at St. Peters- 
burg, Fla., at Pass Christian, Miss., at San Mateo, Calif.. and reduce facilities 
at Sheepshead Bay, N. Y., and cut down the entering class for 1952 at the United 
States Merchant Marine Academy, Kings Point, N. Y., from 150 to 110 cadet- 
midshipmen, At the same time our ships are being kept from sailing due to 
lack of licensed and unlicensed personnel, and in order to help the situation 
we find that the United States Coast Guard is called upon to relax its rules 
to allow an influx of foreign officers and men to man our merchant vessels, 
especially at a time when thousands of good, young Americans are available 
for training for the sea, as we have continually stressed during the last 2 years 
in anticipation of this very situation but our voices were lost in the wilderness 
of confusion in official Washington it would seem: anvhow, nothing was done 
and here we are “drafting a foreign legion’ to man our merchant vessels. Is 
it not like drafting a foreign legion to man our Army, Navy, marines, and 
Coast Guard? We cannot see any difference. We again wonder if we, as a 
Nation, are not being softened for the kill? Who is to assume this terrible 
responsibility ? 

Taking a backward look at World War II sea history, all Allied naval strat 
egists agree on these points: 

1. Allied victory would have been in doubt had Germany possessed its 1944 
type 21 submarine in quantity in 1942; 

2. If Germany had concentrated her production in excess in submarines and 
aircraft instead of experimental weapons; 

3. And if Germany had made an even greater effort on undersea warfare. 

(Nore—Even without these factors, there were times when the ocean shipping 
lanes were practically untenable.) 

In view of the above facts, it should be clear to all that the Soviets not enly 
know World War II sea history but have taken effective measures to profit by 
the mistakes of Germany. It is considered to be a sound statement that un 
doubtedly German submarine experts have been working for the Soviets ever 
since the war ended for the purpose of supersubmarine design and construction 

The responsibility of the Congress of the United States to prevent a catas- 
trophe to our merchant shipping on the high seas in the event of a world war 
III has been asserted by favorable Senate action on the long-range merehant 
marine bill, S. 241. [ft is now up to the Members of the House of Representa 
tives and the President of the United States; it is their responsibility hence- 
forth. 

We, as master mariners, fairly representing “the voice of the sea” urge the 
adoption of this bill—S. 241—withont change. 

Some Congressman has asked, “If an all-ont war comes, can the American 
merchant marine take care of itself when attacked by enemy submarines?” The 
answer is simply “No.” Two world wars have found the American merchant 
marine extremely vulnerable to enemy attack, on sea, under the sea, and over 
the sea. And we are no different today; our vessels lack the power and speed 
necessary to avoid enemy attack. 
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What are some of the facts in the case? According to our records, 1,554 Ameri 
can-flag vessels were lost from direct enemy action—submarines—during World 
War II. 

Over 6,000 merchant officers and seamen lost their lives as submarine victim: 
They represented a large segment of well-trained, efficient, loyal, and faithfu 
men who manned our merchant vessels; yet no official recognition ever has bee! 
given relative to their supreme sacrifice. Enactment by Congress and signature 
of the President of S. 241—long-range merchant-marine bill—will be official recog 
nition of the fact that they have not died in vain. Such is the responsibility o! 
our Congress. 

Also, are we to forget the large number of troops lost due to enemy actio: 
against our naval transports and other vessels? And all because of the lack of 
speed and the impossibility of outmaneuvering enemy submarines. Such is th: 
story of the Dorchester with its 3 courageous chaplains and 500 men—all sent 
to the bottom by an enemy submarine off the coast of Greenland, although the 
transport was well escorted by United States war vessels. 

Let us not forget the valuable cargoes which were sent to the bottom of the 
sea due to enemy action—submuarines—cargoes which were sorely needed by our 
forces overseas; cargoes which could not be replaced except through months of 
delay, costly delays in the war effort. 

Then, too, we should not forget that the United States Navy lost a very large 
number of vessels of war to enemy submarine action, including the great aircraft 
earrier Yorktown, the heavy cruiser Indianapolis, with SSO officers and men, plus 
a variety of vessels of all types and description. 

Will it happen again? Conceivably it could as things now stand. The answer 
lies with Congress to a very large degree. Janes Fighting Ships gives an alarm 
ing report relative to new Soviet naval construction since World War II. The 
best we have are reconditioned ships. 

We still have vast stretches of water to cover and to protect, far beyond the 
‘apacity of our valiant Navy or any navies of potential allies. (Great Britain 
a former great naval power, has likewise let her Navy become impotent. ) 

The officers and crew members of the American merchant marine will never 
forget the many “torpedo junctions” and “torpedo lanes” during World Wars | 
and II where our inerchant ships proved to be “sitting ducks” for enemy subuia 
rines. Those junctions and lanes are still with us. 

Don’t you remember that enemy submarines staged ship-fireworks exhibitions 
from dawn to dawn from Halifax down the Atlantic coast and around to Dry 
Tortugas. Three vessels were seen aflame within an area of 3 miles off the 
Jersey Highlands at the end of one night’s shooting in March 1942. Brave men 
died on each one of these vessels. The enemy ranged at will, and we were power 
less to prevent their depredations. 

To be brutally frank, if we are to realistically face the facts of life, the record 
shows that no square mile of open ocean was safe from submarine attack on 
our merchant shipping during the entire war. Enemy submarines were used 
with equal success in any and all global sea areas against our slow ships and 
convoys. From the day the steamship Robin Moor was shelled and sunk by 
enemy submarines in May 1941 to the sinking of the Black Point off Newport, 
R. L., in May 1945, it was a cycle of destruction to our shipping. 

Yes, it can happen again—unless new, fast, modern merchant vessels of al! 
types and classes are planned and constructed at once. We need passenger 
eargo, and tank ships without delay. Our vessels of World War IIL vintage are 
just as obsolete today as the airplanes built during that period, even more s: 
because our “emergency ships” are exactly as the name implies. 

World War II proved that outside of a vessel having the power and speed 
to outmaneuver submarines, no single weapon had been devised to beat the 
submarine. Destroyers and escorts of all types cannot alone stop this raider on 
the high seas all over the world. 

Do you know that in spite of our vaunted sea and air power, sinkings of 
merchant vessels within the 3-mile limit of our Atlantic seaboard averaged 75 
ships per month by an average of 38 U-boats. At the same time the Nazis lost 
an average of three U-boats per month. 

An entire naval task force pitted against one submarine would appear to make 
the submarine easy plucking. Time and time again this was disproved. It is 
difficult to fight something you cannot see. Despite science, water remains a 
sturdy and hardy barrier against sound and sight. Radar, “the secret weapon 
of World War 2” still cannot penetrate more than 18 inches below the surface 

Although our Navy is striving valiantly to improve its antisubmarine means 
of warfare nevertheless insumountable difficulties remain. In sound detection, 
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the chief device is sonar—beaming sound and awaiting its echo. ‘This echo rang 
ing device bounces the sound off the submarine, enabling mathematical compu- 
tation of its location. Here again, nature throws a block in the variance of 
water change of speed of sound, Salinity affects sound. In a nutshell, sonar 
cannot be considered completely reliable. It also has the “human element” 
the ability of personnel to operate the equipment efficiently and cffectively and 
te interpret sound echo fer plotting purposes. To the everlasting credit of the 
United States Navy, every effort is being made to solve the submarine problem. 
However, tierchant vessels must still be able to help themselves in the world 
trade routes, as during all wars and speed is the determining factor between a 
sufe voyage and an unsafe voyage in wartime. 

Communist forces are now estimated to possess an estimated 1,000 submarines 
combined with the German submarine potential which fell into Communist hands 
ifter World War 2. 

The Congress of the United States can do much to curb this menace and instru 
ment of destruction over the shipping lanes in the event of world war III by 
adopting the Senate bill 241, long-range merchant marine bill, which will enable 
is to build merchant vessels which will not be sitting ducks again; otherwise, 
our future course may be a hazardous and a fatal one. Such is the recognized 
responsibility of our Congress and our President. We are contident that in 
view of the above-mentioned facts they will not fail us at this time of national 
peril. 

We will appreciate this letter being made a part of the hearing record of your 
committee and also a part of the Congressional Record. 

Sincerely yours, 
Epvwakp C. Ho_pen, Jr., President. 


FARRELL LINES, INC., 
New York, N. Y., April 2, 1952. 
S. 241. Long-range shipping bill. 
Hon. Epwarp J. Harr, M. C., 
Chatrman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: Please permit me to address you in support of the 
above-captioned legislation which IT am advised will be the subject of a hearing 
by the Merchant Marine and Fisheries Committee, scheduled for April 22. 

The undersigned is president of Farrell Lines, Inc., a New York corporation, 
neorporated in 1925 with main offices at 26 Beaver Street, New York, N. Y. 
Farrell Lines is solely engaged in the business of ocean transportation, providing 
regular scheduled general cargo and passenger service between the ports of 
Portland, Maine: Boston, Mass.: New York, N. Y.; Philadelphia, Pa.; Baltimore, 
Md.; Norfolk, Va.; Charleston, S. C.; Savannah, Ga.; Jacksonville, Fla.:; and 
ports in south, east, and west Africa. Farrell Lines owns and operates 16 
modern, fast American-flag steamships and directly employs 1,100 persons at 
sea and on shore and indirectly provides work for about the same number. 
All its shareholders are American citizens. The company operates, subject 
to contract with the Government of the United States, through the Federal 
Maritime Adiinistration, under the provisions of the Merchant Marine Act of 
1956 on trade routes 14-1 and 15-A. 

The proposed legislation, S. 241, in section 21, seeks to correct an existing 
hardship and inequity caused by the limitations on executive compensation 
set forth in section S05 (¢) of the Merchant Marine Act of 1936. The whole 
congressional intent in adopting the act of 1936 and in reaflirming said act 
n every subsequent Congress, was to expand, encourage, and support a sound 
and efficient merchant marine. Unless immediate steps are taken so that key 
executives in the subsidized section of the industry may be adequately com- 
pensated on at least a parity with executives employed by nonsubsidized shipping 
companies and by allied service companies, it cannot be expected that men of the 
highest caliber, apart from the relatively few who participate in ownership 
profits, will either remain with or be attracted to the subsidized section of the 
industry. 

When Congress, in 1936, established maximum compensation of S25,000. it 
provided for tax-paid salary of $22,655, while the cost-of-living index of the 
United States Department of Labor stood at 99.1, and the annual salary of an 
able-bodied seaman was $1,200.) In 1952 the compensation limitation of $25,000 
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provides tax-paid salary of $17,380, while the cost-of-living index stands at 
187.9, and the annual salary of an able-bodied seaman approximates $5,000 
Such a situation is both inequitable and anachronistic. If not soon corrected 
it will inevitably result in impaired efficiency brought about by a reduction 
managerial skill to the permanent detriment of the merchant marine. 

If the existing limitations be removed, the resulting increase in the combined 
overheads of the companies concerned will not be materially affected, since 
probably no more than some 70 persons would benefit. Whatever loss thers 
might be to the Bureau of Internal Kevenue in corporate tax would be more 
than offset in increased personal income-tax payable. 

In my opinion no provision of the proposed legislation is more urgently needed 
nor so evidently justifiable as section 21 thereof for which | urge the favorable 
consideration of the Eighty-second Congress at this session 

It is respectfully requested that this letter be made a part of the official hear 
ings scheduled to begin on April 22. 1952. 

Very truly yours, 
James A, FARRELL, Jr., President 


ALASKA STEAMSHIP CO., 
Neattle, Wash., April 7, 1952 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, DO € 
Dear CONGRESSMAN Harr: The American merchant marine is in urgent need 
of the program set forth in S. 41, the long-range shipping bill, and I respectfully 
request that you lend your full support to the passage of this legislation. 
Very truly yours, 
AIASKA STEAMSHIP (Co. 
EF. A. ZEUSLER, 
Evrceutive Assistant to the President 


INDUSTRIAL UNION OF MARINE AND SHIPBULLDING WORKERS OF AMERICA, 
West Coasr ReGIONAL Ofricr, 
Nan Pedro, Calif.. tpril 14, 1952 
Congressman Enpwarp J. Hart, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN Harr: The long-range shipping bill (S. 241) which was 
passed in the first session of this Congress is coming up for consideration in the 
near future. 

If we are to have a strong American-flag merchant marine and a healthy 
shipbuilding industry, it is vital that this bill be passed. If it is passed, we 
may be able to compete with foreign yards and be able to maintain the minimum 
work force in private yards that is necessary for our national security and the 
health of the industry. No doubt you are aware that something must be done 
to preserve the few skills we have left in the shipbuilding industry. 

If S. 241 is made into law, in the long run it will save our Government money 
because every time there is a national emergency, in many yards they do not 
have a nucleus of skilled people and as a result the cost is terrific. 

I hope that you will give every consideration to this bill and that your com 
mittee will pass it. 

Very truly vours, 
HAROLD SHAPTRO, 
Regional Director 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
LocAL No, 56, CLO, 
Camden, N. J... tpril 17, 1952. 
Hon. Epwarp J. HART, 
louse of Re presentatives, Committee on Merchant Marine and Fisheries, 
Washington? D.C. 


Sir: We the members of the Industrial Union of Marine and Shipbuilding 
Workers of America Local No. 56, CIO, request that you do all you can to have 


‘ 


the long-range shipping bill CS. 241) become law 
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We feel that this will maintain the minimum work forces in private yards and 
that it is necessary for our national security and the health of the industry. 
Thanking you in advance, we remain, 
Yours very truly, 
THe Memeuens or Locar No. 56, LUMSWA, CIO, 
DomMiNIc Maltese, President. 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
BaLTimMore LOcaL No. 33, 
Baltimore, Md., April 22, 1952. 
Mr. Epwarp J. Hart, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Washington, D. C, 

DEAR Sik: IT am writing in connection with the long-range shipping bill (SS. 
241) ; and urge your support in getting it passed in this session of Congress. 

Much has been said about the problems of the American merchant marine; 
and I assume you are familiar with the many considerations given by Congress 
to them in the past. 

The long-range bill ow comes before you at a comparativeiy busy period in the 
shipbuilding and repair industry. The impulse may be to let its enactment lay 
until a disintegrated industry can dramatize the need for action. 

Here is a paradox that we face: but the past experiences give ample justifies 
tion to act now. 

Presently, in the Bethlehem-Sparrows Point shipyard at Baltimore, the man 
agement is going through the whole expensive process of rebuilding most of its 
working force anew ; with the only expectancy of losing it for itself and the sake 
of the Nation in a few months or years, hence. 

Today, I venture to say, that the taxpayers are rendering millions of dollars 
because of the neglect of this vital industry in the past. 

I, therefore, question the advisability of permitting the “boom and bust” eyele 
to continue again and again in this industry: at the ultimate cost in millions 
to the public; and at the risk to our national defense. 

The long-range bill S. 241 is the answer to this all-important question; the 
necessity for its enactment cannot be too strongly emphasized, 

It is with this firm conviction that [urge vou to work and vote for its enactment 

Very trniy yours 
Benjamin L. Hewrrt, brecutive Seeretary. 


THk Maritime ASSOCIATION OF THE Port or New York, 
New York, N. Y., April 18, 195 
Re Senate bill No. 241, long-range merchant marine program 
Hon. Evwanrp J. Harr, New Jersey, 
Chairman, House Merchant Marine and Fisherics Committee. 
House of Representatives, Washington, D. C. 

DbaAR CONGRESSMAN Harr: The Maritime Association of the port of New York 
Wishes to herewith express its support for Senate bill No. 241, the so-called long 
range merchant inarine program, which is scheduled to be the subject matter of 
hearings commencing April 22, 1952 

Our association is a trade association Cousisting of approximately 1400 mem 
bers engaged in every phase of the marine business in the port of New York. Ou 
membership includes steamship owners and operators, stevedoring concerns, ship 
building and repair concerns, marine insurance concerns, and marine suppliers 
of every deseription, 

We are aware of the existing differences of opinion with respect to Government 
eXpenditure in the further development of the American merchant marine As 
i group of individuals whe are keenly conscious of maritime affairs, we feel that 

behooves us to enter our support of this pending measure, which we believe mm 
bein the best national interest In view of the present vast expenditure of publie 
funds, most of which is designed to keep the United States in its present preemi 


nhent position among all nations of the world, any sums required under the long 


range merchant marine program would, in our opinion,-be unquestionably full, 
Uustifinhle in the light of past history, which has furnished a lesson teaching 
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fhat it is of paramount importance to maintain an up-to-date adequate nat 
Heet. 

We respectfully request that the position of our association, as expressed 
fhis communication, be placed before the House Merchant Marine and Fisher 
Committee on the occasion of the hearings to be held in this connection, and t! 
1 copy of this communication be incorporated into the records of these proce: 
ngs. 

Yours very truly, 
WILLIAM F. Gresen, 
General Manager and Counsel 


JOINT EXkCUTIVE COMMITTEE FOR THE IMPROVEMENT AND 
DEVELOPMENT OF THE PHILADELPHIA Port AREA, 
Philadelphia, Pa., April 18, 1952 
Hon. EpwaArp J. Hart, 
Chairman, Merchant Marine and Fisheries Committee, 
Tlouse of Representatives, Washington, D.C. 

My DEAR CONGRESSMAN: The Joint Executive Committee for the Improvement 
aud Development of the Philadelphia Port Area wishes to be placed on record 
48 being in support of S. 241, the long-range merchant-marine bill, now being cor 
sidered by your committee and respectfully requests that this letter be con 
sidered and incorporated in the committee’s report on this bill. 

Our committee is nade up of the following member organizations : 

Board of Harbor Commissioners, Wilmington, Del 
Chamber of Commerce of Greater Philadelphia 
Commercial Exchange of Philadelphia 

Commercial Museum of Philadelphia 

Bureau of Port Operations, Department of Commerce 
Foreign Traders Association of Philadelphia, Ine. 
Lumbermen’s Exchange of the City of Philadelphia 
Philadelphia Bourse 

Philadelphia Marine Trade Association 
Philadelphia Maritime Exchange 

Philadelphia Port Bureau 

Pilots’ Association for the Bay and River Delaware 
Port of Philadelphia Maritime Society 

South Jersey Port Commission 

Vessel Owners’ and Captains’ Association 

\s expressed in its title, the committee is concerned with activities for 
unprovement and development of the Philadelphia port area 

The Philadelphia port area ranks second amons all the ports of the Unite 
States. [ft ranks second to none in the degree to which activity within 
vrea affects the economy of the entire Delaware River Pasin Many of the bas 
imlustries located in this tri-State area are dependent upon regular water trans 
ortation for their sources of raw materials, and the expert of the products o! 
var mines and factories. Many new industries have located in the Delawa 
River area because of our unexcelled port facilities. We, therefore, conside: 
uur ports and our shipping services as natural assets which must be develop. 
and improved. 

Our dependence on waterborne commerce is self-evident and we have macs 
tremendous investments in the improvement of our facilities in order to insur 
‘continued prosperity therefrom. 

Mur recognition of the importance of ships and shipbuilding is the basis 
our support of this legislation, which will provide an economie climate 
vhieh the American merchant marine can compete on nearly equal terms 

e merchant marines of other nations. We do not intend to discuss the tec! 
Heal provisions of the bill, since these will be adequately treated by others, 
ve do recognize and affirm the need for legislation which will insure that 
United States shall have an adequate and modern merchant-marine fleet ss 
znaranty of regular and dependable steamship service for our industries. 

The maritime industry is traditionally one of boom and bust, and we in | 
ports are among the first to feel the effects of the violent fluctuations 

hich the American merchant marine has been plagued in the past. The bill 
in our opinion, a realistic approach to the problem of maintaining an adequ: 
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\merican merchant marine, and we respectfully hope that vour committee v 
consider it favorably. 
Very truly yours, 
Grorce E. Barron, Jr., 
Chairnias 


THe PropeLLer CLUB OF THE UNITED STATES, 
Port or Bosvon, INc., 
Boston, Mass., April 25, 196 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, House of Repre 
sentatives, Washington, D.C. 

Deak Mr. Harr: The Port of Boston, Propeller Club of the United States 
wishes to express its appreciation to you and the members of your committee i 
making it possible to conduct hearings on the so-called long-range shipping 
bill, S. 241. We sincerely believe this bill will encourage ship construction ane 
therwise benefit the American maritime industry, and more particularly, the 
pnilding up of our most necessary American merchant marine. 

We, as American citizens, who as a group are particularly desirous of seeing 
i strong merchant marine, earnestly and sincerely believe this bill will do a great 
deal to accomplish that fact. We know you end your committee will give it thr 
attention if deserves and trust you will find convincing evidence of its meri 
ind urge its favorable consideration. 

Sincerely yours, 
Herserr S. Evans, President 


I. S.—We trust the many udministration-sponsered amendments, which woutd 
defeat its purposes, Will not be given faverable consideration. 


Tut AMERICAN ASSOCIATION OF Porr AUTHORITIES, INC., 
Washington, D. C.. May 5, 195 
Hon. E. J. HArr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C 


Dear Mk. HART: Attached is a resolution enacted by United States members of 
the American Association of Port Authorities at the association’s annual meeting 
September 27-October 1, 1951, at New York City, N. Y. 

It will be noted that this resolution endorses Senate bill 241, the so-callea 
long-range shipping bill, on which your committee is currently holding hear 
ings. 

Therefore, on behalf of the association, the writer respectfully requests that 
this letter and the attuched resolution become part of the record of th 
hearings, 

The American Association of Port Authorities is an organization of Stat: 
and municipal governing boards and bodies having jurisdiction over the various 
ports of the United States. It has approximately 50 corporate member ports 
including, among others, such ports as Boston, New York, Philadelphia, Norfolk 
Miami, Mobile, New Orleans, Houston, Long Beach, Los Angeles, San Francisc« 
Oakland, Portland, Seattle, Tacoma, Milwaukee, Toledo, and tmany more 

These are cited merely to indicate the character of the membership, 

It should be carefully noted that although the association has some intern: 
tional aspects, only United States member ports vote on matters involving m 
tional policy, The bylaws of the association in this respect are quoted as 
follows: 

“(19) If it shall be or become necessary to take a vote of the membershiy 
to determine the action to be taken by the association with respect to any legis 
lative proposal pending before the Congress of the United States, or witt 
respect to any other inatter which involves the policy of Congress or the go 
ernimental policy of the United States, only the votes cast by or on behalf o 
corporate taembers from the United States (including its Territories, possessions 
and dependencies) shall be counted. Similarly, if it shall be or become neces 
sary to take a vote of the board of directors or of any committee with respec 
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to any such matter, only the votes of such members of the board or of si 
committee as are citizens and residents of the United States shall be counted 
Respectfully, 
Paurt A, AMUNDSEN, 
Karecutive Secretary 


RESOLUTION RELATING TO ENDORSEMENT OF LEGISLATION To Promote tie Long 
RANGE DEVELOPMENT AND MAINTENANCE OF THE MERCHANT MARINE 


Resolved, That the American Association of Port Authorities advocates and 
urges the adoption by Congress of the United States legislation to promote th: 
long-range development and maintenance of the American merchant marine by 
amendment of the act of 1936, as contained in the provisions of Senate bill 241 
pending before the Eighty-second Congress, or by similar legislation. 

Unanimously adopted October 1, 1951 United States members only vyot- 


me, 


Los ANGELES CHAMRER OF COMMERCE, 
April 21, 1952. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
Hlouse of Representatives, Washington, D.C. 

Dear Sin: We understand that your committee will begin hearings April 22 
on S. 241, a bill to amend the Merchant Marine Act of 1956. The board « 
directors of the Los Angeles Chamber of Commerce has discussed at great length 
and considered very carefully the subject of this legislation. We respectfully 
request that in your deliberations you give consideration to the following 


° 
i 


conclusions : 

The Los Angeles Chamber of Commerce favors a strong American merchant 
tnarine, privately owned and operated, with Government support, including, if 
necessary, Subsidies, for our shipbuilders and ship operators in order to meet 
our national defense requirements and the competition of foreign shipbuilders 
and ship operators, The chamber believes that the principles embodied in S. 241 
generally endeavor to accomplish this result, and to the extent that the bill is 
consistent with the above-stated principle, we urge its approval. 

Many facts argue for the approval of this legislation. Those that were deemed 
most important by this chamber are stated below : 

1. Based on our past war experience, it is essential that a nucleus of ship 
building activity be continued in this country at all times. To accomplish this, a 
constant volume of shipbuilding is, of course, necessary. To encourage American 
shipowners to build in our own vards rather than in the lower-cost shipyards 
of foreign competitors, a well-planned program, such as proposed in S. 241, is 
needed. Of the 43 major shipyards active in World War IT, today only approxi 
mately one-seventh of those yards are in operation. Unless a sufficient amount 
of construction and repair work continues to be forthcoming, they too, will 
have to curtail their production or close altogether. Should another emergency 
arise, and we do not have an active shipbuilding nucleus, we would once again 
he compelled to repeat the costly and inefficient shipbuilding experience of 
World Wars I and IT. 

2. Our American ship operators find themselves competing with foreign lines 
whose operating costs are, in some cases, one-fifth of our own. This is not 
through any fault of the operators, but is due rather to our higher standards 
of living and higher wage and operating costs. Because of this disparity in 
costs, American lines that operate directly in competition with foreign vessels 
frequently can do so only if an operational subsidy is provided. If the American 
lines were forced out of these essential trade routes, our foreign commerce 
ultimately would be entirely dependent upon foreign carriers. Under such an 
arrangement we would not enjoy a dependable marine service and in time of 
emergency this could prove to be a fatal weakness. 

3. The majority of merchant vessels now operating under the American flag 
are war-built ships much too slow to be of any practical use in time of emergency 
The rest will soon become obsolete in one block. This faet points up the im- 
portance of immediately instituting an intelligent plan so that this essential 
link in our national defense will not be allowed to deteriorate completely. 

Respectfully, 
TERRELL C. DRINKWATER. 
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Mian. Fra... Vareh 17, 1952. 
Hon. Eowarp J. Harr. 
Chairman, Committee on Merchant Marine and Pisherios, 
House of Representatives, Washington, D.C 
The board of governors and membership assembled urge your prompt and 
favorable consideration of S. 241, the long-range shipping bill, as passed by the 
Semute 
HI. AUSTIN BREWER, 
Secretary, Port of Miami Propeller Club. 


Quincy, Mass., VWareh 19, 1952. 
Chairman Epwarp J. Harr, 
House Merchant Marine Committee, 
House of Representatives Office Building, Washington, D.C. 

Dear Str: Our entire membership of 400 neople wishes to extend its heartiest 
thanks for your efforts in calling for public hearings on Senate bill No. 241 and 
for your continued interest in the passage of this much-needed legislation for 
maintaining a sound merchant murine 

Sincerely yours, 
Epwarp WISE, 
President, Leadingmecn and Quarternvc ws Association, Bethlehem Nteel 
Co. Quinney, Wass 


Quincy, Mass., Varch 18, 1952. 
Chairman Evwarp J. Harr, 
House Merchant Marine Committee, 
House of Representatives Office Building, Washington, D.C. 

Dear Sir: Please accept my organization’s sincere thanks for your forthright 
decision te call public hearings on the long-range merchant-marine bill for 
Senate No. 201. This bill means a great deal te every shipbuilder in America 
and our 700 members deeply appreciate your action. America’s merchant marine 
stands at the crossroads. This bill is a beacon light on the way to a strong and 
powerful merchant fleet that our country needs more urgently today than in any 
time in our country’s histery 

Sincerely yours, 
Ronert W. Russeir, 
Graduate President, Force BRirer Apprentice Association, Quincy Yard, 
Quincy, Mass 


Boston, MAss., March 1}. 1952. 
Representative lpwakp J. Harr, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives Office Building, Washington, D. C.: 

Quincy Local 151 of the American Federation of Technical Engineers of the 
American Federation of Labor congratulates you on your decision to open 
hearings soon on Senate bill 241, known as the long-range merchant marine 
bill of 1952. All our members are employed at Bethlehem Steel Coos Quincy 
shipyard, and are in need of more ship-design work. Our experience in 1928, 
When the Jones-White merchant marine law was adopted, and again in 1936, 
when the present United States merchant marine law was adopted, has been 
a strong revival in shipbuilding. in the 16 vears since the present law became 
effective need for changes have become evident. Our members urge you to do 
all possible to act favorably on the proposed 1952 legislation to stabilize ship- 
building and jobs for shipbuilders. 

Sincerely yours 
Croer W. Bryar, 
Preside vt. Local 15] tperican an deration ¢ Technical Bi ines, 
Bethlehem Steel Co... Quiney, Mass. 
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Port ARTHUR, Tex., Mareh 15, 1952 

Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisherics, 
Washington, D. C.: 
Sabine, Tex., area shipping interests represented by 180 members Propel\: 

Club, Port of the Sabine, urge prompt, favorable action on S. 241, the long-rang: 
shipping bill. 

PROPELLER CLUB, Port OF THE SARIN} 

Hl. S. MeInrosu, President 


Bosron, MAss., Mareh 26, 1952 
Hon. Eowarp J. HArt, 
Chairman, Conmmittee on Merchant Marine and Fisheries, 
House of Representatives: 
Maritime Association of the Boston Chamber of Commerce strongly urges 
prompt and favorable consideration of 8S. 241, the long-range shipping bill. 
THoMAS H. WaALsuH, 
Chairman, Maritime Association of the 
Boston Chamber of Commerce 


JACKSONVILLE, FLA., March 18, 1952. 
Hon. kowarp J. HaArt, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives: 

Today the board of governors of the Propeller Club, Port of Jacksonville 
which is composed of representatives of the entire maritime industry in Jack 
sonville, by unanimous vote, urgently solicits your support of bill S. 241, the 
long-range shipping bill. 


Henry L. HaArteey, 
President, Propeller Club, Port of Jacksonville. 


EveRrErT, MASS., March 25, 1952. 
Hlon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
Hlouse Office Building, Washington, D. C.: 

The Port of Boston Propeller Club of the United States, having a membership 
of 240, wishes to reaftirm their position and urge the prompt and favorable con 
sideration of the long-range shipping bill, S. 241. 

Captain WM. WINBERG, 
Vice President, Port of Boston Propeller Club of the United States. 


TACOMA, WASH., April 28, 1952. 
Hon. Rpwarp J. HArt, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D. C.: 
Propeller Club, Port of Tacoma, Wash., requests favorable action on behalf 
of long-range shipping bill. 
LAWRENCE AUF, 
President, Propeller Club, Port of Tacoma. 


SEATTLE, Wasu., March 31, 1952. 
Hou. Enwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C.: 
We believe long range shipping bill (S. 241) extremely important to Ameri- 
can Maritime Industry and urge you to consider this bill favorably. 
Moore, McCorMack LINES. 
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SEATTLE, Wasu., April 29, 1952. 
Hon. Kywarp J. ELArr, 
Chairman, House Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C.: 

Qn behalf and at request of our membership, propeller club, port of Seattle, 
urges favorable action on long range shipping bill (S. 241) in its original form. 
This bill considered essential to the preservation of the American merchant 
nuirihe. 
MELVILLE McKinstry, President, 

Propeller Club, Port of Seattle, 
71 Columbia Street, Seattle, Wash. 


SeaTrLe, Wasu., March 31, 1952. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Pisheries, 
House of Representatives, Washington, D. C.: 

We respectfully urge early consideration of long-range shipping bill (S. 241) 
which we understand now before your committee. Is well known to you this 
egislation is the result of long and careful study and research by congressional 
ommittees and we sincerely hope that its importance to the maintenance of an 

quate American merchant marine will be favorably considered by you. 
O_yMpiIc Steamsiipe Co., INc., 
EK. C. Benrzen, President. 


PENSACOLA, Fa., April 25, 1952. 
Hon. Epwarp J. Harr, 
Vember of Congress, House of Representatives, Washington, D. C.: 
We respectfully request favorable action on the long-range shipping bill (S. 241) 
without the many administration-sponsored amendments to the Senate-approved 
bill. The amendments would defeat the purpose and intent of the bill and con- 


demn the American steamship industry to obsolescence. 
Asa P. Warp, 


President, Prope ller Club, Port of Pensacola, Fla. 


PENSACOLA, FLa., April 25, 1952. 
Hon. Eowarp J, Harr, 
Vember of Congress, House of Representatives, Washington, D. C.: 
We respectfully request favorable action on the iong-range shipping bill (S. 241) 
without the many administration-sponsored amendments to the Senate-approved 
bill. The amendments would defeat the purpose and intent of the bill and con- 


demn the American steamship industry to obsolescence. 
Asa P. Warp, 


President, A. P. Ward & Non, Inc. 


PENSACOLA, FLA., April 25, 1952. 


Hon. Enwarp J. Hart, 
Vember of Congress, House of Representatives, Washinaton, D. C.: 


We respectfully request favorable action on the long-range shipping bill (S. 241) 
Without the many administration-sponsored amendments to the Senate-approved 
bill. The amendments would defeat the purpose and intent of the bill and con- 
demn the American steamship industry to obsolescence. 


Owen M. Warn, 
President, Aeme Terminal & Transport Corp. 


New Orveans, La., April 25, 1952 
Hon. Eywarp J. HArt, 
Chairman, Committee on Werehant Marine and Fisheries, 
Hlouse of Representatives, Washington, D. C.: 
Regarding long-range shipping bill on which your committee now holding hear- 
ings, this legislation has been subject of intense study by the legislative committee 
and board of directors of the Propeller Club, Port of New Orleans, ever since sub- 
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ject considered by Congress. We strongly urge favorable consideration of this 
bill, which is extremely vital to replacement of our merchant-marine fleet. Wy 
cannot too urgently stress our previous and current endorsement of this vita 


legislation. 
‘Tom Burke, 
President, Propeller Club, Port of New Orleans 


CAMDEN, N. J., April 25, 1952 
Hon. Envwarp J, Harr, 
Chairman, House Merchant Varine and Fisheries Committee, 
Washington, D.C 
The 5,000 workers of the Pennsylvania Drydock & Shipbuilding Co., at Phila 
delphia, who are ail members of the International Brotherhood of Boiler Makers, 
Iron-Ship Builders, and Helpers of America, Lodge Soo} (APL), urgently request 
you to support the shipbuilding legislation presently before your committee 
The present shipbuilding program is supported by our international union. 
ANTHONY LOUGHNEY, 
Fvrecutive Seeretaru. Lodade SO, Philade Iphia 


) 


JACKSONVILLE, Fra., April 
Hon. Eovwarp J. Harr, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, Do C.: 

We are advised that long-range shipping bill is now being heard by your com 
mittee. On behalf of 500 shipping men attending South Atlantic regional con 
ference of Propeller Club of United States at Jacksonville, Fla., we strongly 
urge favorable action by your committee and passage of the bill by the House. 

James C. Merrivy, Jr., 
National Vice President, Propeller Club of United States. 
Henry L. HaArriry, 
President, Propeller Club of Jacksonville 
Ciypve B. AULT, 
General Chairman, South Atlantic Regional Conferenee. 


PortLANp, MAINE, April 25, 1952. 
Hon. Enwarp J. HArt, 
House Office Building, Washinaton, D. C.: 

Members of Propeller Club, port of Portland, Maine, urge passage of long- 
range shipping bill, S. 241. Please pass this bill as written without administra- 
tion-sponsored amendiments. Senate bill is a fine bill. 

Rautpn A, LEAVITT, 
President, Propeller Club, Port of Portland, Maine. 


DuLUuTH, MINN., April 25, 1952. 
Hon. Epwarp J. Hart, 
Chairman, louse Committee on Merchant Marine and Fisheries, 
Washington, D. C.: 

Members of the Propeller Club, port of Duluth and Superior earnestly soliett 
your support in the passage of the Senate-approved long-range shipping bill, 
S. 241. without amendments. This is in the interest of the strong and modern 
American merchant fleet. Yours for American shipping. 

H. KE. Dirzer, 
President, Propeller Club, Port of Duluth and Superior 


CAMDEN, N. J., April 25, 1952 
Hon. Epwarp J. Hart, 
Chairman, House Merchant Marine and Fisheries Committee, 
Washington, D. C.: 
On behalf of 8.000 members of the International Brotherhood of Boilermakers. 
Tron Shipbuilders, and Helpers of America, Lodge 801, AFL, who are employed 
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at the plant of the New York Shipbuilding Corp., Camden, N. J., your support 
is urged in seeing that favorable action is taken on shipbuilding legislation pres 
ently being heard by your committee. We join with our international union in 
supporting the long-range shipbuilding program, 
THoMAS W. Saut, 
Executive Secretary, Lodge 801. 


Los ANGELES, CaALlir., April 24, 1952. 
Hon. Envwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C 
Our organization representing 2SO leaders in shipping operations, shipbuilding 
and allied industries, respectfully urges your favorable action on long-range 
shipping bill (S. 241). Believe bill essential for welfare of American merchant 
marine and national defense. 
LAWRENCE WOLFF, 
President, Propeller Club, Port of Los Angeles, Long Beach. 


Mosi.e, ALA., April 24, 1952 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washinaton, D. C.: 
Propeller Club, Mobile, urges favorable action long-range shipping bill, S. 241, 

which we consider essential to well-being American merchant marine. 
PROPELLER CLUB OF MOBILE, 
W. J. LAGArbDE, Seerctary-Treasurer 


HloUsToNn, TEx.., pre 24, 1952 
Hon. Epwarp J. Harr, 
Chairman of the House Committee of Merchant Marine and Fisheries, 
Washington, D. C.: 
Propeller Club, Port of Houston, urges favorable consideration of S. 241, the 
long-range shipping bill, and vour assistance in this matter respectfully solicited 
H. W. ANDERSON, 
President, the Propeiler Club, Port of Touston 


NASHVILLE, TENN., April 24, 1952. 


Hon. Ep. J. Hart, 
House of Representatives, Washington, D. C.: 


The Propeller Club of America, port of Nashville, requests favorable action 


on maritime and fishing bill 
W. = 4 Core, Preside nt 
Westrey H. Dyer, 
PICKSLEY CHEEK, 
Jack KENDLE, 
Joun S. HERBERT, 
Board of Governors 
St. Louis, Mo., April 24, 1952 
Hon. Enpwarp J. Harr, 
United States House of Repre sentatives, Washington, D. C.: 

Strongly urge favorable consideration of long-range shipping bill. Any af 
firmative action you can take will be deeply appreciated by the 300 members 
of the Propeller Club of the United States, Port of St. Louis 

Ravcepuw F. CrarKk, President 
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INDUSTRIAL Unston or MARINE AND SHIPBUILDING WorKERS OF AMERICA, CIO, 
Vew Ordeans, La., April 21, 1952 
Hon. Epwarp J. Hart, 
Chairman, House Committce on Merchant Marine and Fisheries, 
Washington, D.C 
Sir: The meuibership of Local 29, Industrial Union of Marine and Shipbuil 
ing Workers of America, CLO, strongly urge the passage of the long-range shi; 
ping bill (S. 241) 
We feel that with the passage of this bill it will make way for a strong: 
Ymerican-flag merchant marine and a healthy shi; building industry 
Your cooperation on this matter will be greatly appreciated. 
Very truly yours, 
RAYMOND RApovicn, 
Brecutive Secretary, Local 29, 1UMSM 


THe PROPELLER CLUB OF THE UNrrep STATES, 
Porr oF BrowNsvitie-Porr ISaner, 
Brownsville, Texr., April 26, 1952 
Hon. Epwarp J. Hart, 
Chairman, House Committce on Merchant Marine and Fisheries, 
Washington, D.C. 


Dear Str: Reference is made to the hearing now in progress on the long rang: 
shipping bill, and wish to advise you that our club is unanimously in favor there 
ff, and earnestly request you and your committee use your best effort toward th: 
nussing of the bill. 

Yours for American shipping, 


CLARK, Necretary 


Port oF OAKLAND, 
Boarp or Porr COMMISSIONERS, 
Oakland, Calif., April 30, 1952. 
ir. Epwarp J. fart, 

Chairman, Committee on Merchant Marine and Fisherics, House of Repre 
sentative, Washington, D.C. 

DreAR CONGRESSMAN HaArktr AND MEMBERS OF THE COMMITTEE: As directed by 
the Board of Port Commissioners of the City of Oakland, T am pleased to e1 
‘lose certified copy of its Resolution No. B-2517 endorsing Senate bill 241 and 
urging its passage by the House. 

Respectfully submitted. 


A. IL. Annet, Secretary 


RESOLUTION No. B-2417 oF THE Boarp or Port COMMISSIONERS, CITY OF OAKLAN 
tESOLUTION ENDORSING SENATE BILL 241 AND URGING ITS PASSAGE BY THE HOUSI 
OF REPRESENTATIVES 


Whereas the development and maintenance of an American merchant marine 
adequate for peacetime and wartime needs is in the publie interest: Now, there 
fore, be it 

Resolved, That this board endorses 8S. 241 and urges its passage hy the Hous: 
i” Representatives. 

Ata regular meeting held April 28, 1952. 

Passed by the following vote: Ayes—Commissioners Estep, Tulloch, and Vicé 
President Galliano—three. Noes—None. Absent-—-Commissioner Clark 
resident Frost—two. 

[ certify that the foregoing is a full, true, and correct copy of Resolution N: 
B-2517 passed by the Board of Port Commissioners of the City of Oakland, Calil 
m April 28, 1952 


and 


A. H. Aner, Secretary 
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CHAMBER OF COMMERCE OF THE UNITED STATES, 
b. ashington, D.C... May 2, 196 
Hon. FE. J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

Dear Mr. Harr: I wrote you on April 28, requesting that the chamber be pe 
mitted to make a statement relating tu S. 241, the long-range shipping bill Ona 
position follows, and we would like to have it placed before members of 
committee and included in the printed record of your hearings 

As the result of action of the membership at its fortieth annual meeting, o 
Wednesday of this week, the Chamber of Commerce of the United States speciti 
cally supports the principal provisions of S. 241. 

These principal provisions appear to us to be: 

(1) the extension of the construction-differential subsidy provisions of 
the Merchant Marine Act of 1936 to all new vessels to be operated in th 
foreign trade of the United States under the American flag; and 

(2) the provision of incentives through tax deferment for the retention 
of earnings by American-flug nonsubsidized ship operators, provided suct 
funds are invested in new or reconstructed vessels within a reasonable period 
of from 3 to 5 years. 


your 


The national chamber since its inception has been interested in the provision 
and maintenance of an American merchant marine adequate to meet t 
of our foreign commerce and national security. With the increasing interna 
tional commitments and responsibilities of the United States, the chamber feets 
that all steps possible should be taken now to assure the adequacy of ship; 
under the Americnn flag, and to strengthen snd 


he needs 


ing 

‘ pind existing services, nnd 

create such additional services as the national security and our foreign commerce 

may require. 

To this end, we believe that other of the provisions of S. 241 are 
and should be ineluded in the bill (mong these we would include: 
(1) Nonrecourse loans on passenger ships, to encourage private 

ment in this type of vessel in which the merchant marine is so deficient 

(2) Liberalization of the vessel “trade-in” provisions of the 


desirable 


present 


in the interest of preventing all our existing war-built merchant flee 


becoming obsolete at the same time. 

(3) Recomputation of the life expectancy for depreciation purposes 
causes where vessels have been reconstructed. 

(4) Permission for use of construction reserve fund deposits by 1 

subsidized operators for the reconstruction and reconditioning of 

in addition to the construction of new vessels. 

In conclusion, I might add that the national chamber is of the opinion 
the American merchant marine is at such a distinct handicap it competition 
much lower-cost foreign competitors that special considerations : j 
order to obtain the number and types of vessels required in the int 
foreign trade and national security 

Cordially yours, 


es 


» 


SAN FRANCISCO CHAMBER OF COMM! 
San Franciseo, Calif... May 2. 196 
Subject: S. 241: Long-range shipping bill 
Hlon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisherics 
House of Representatives, Washingion, 1) ¢ 
Dear Mr. CHAIRMAN: Our president, Mr. W. PP. Fuller TLL, advised yon by tet 
eram that our board of directors on vesterday voted to support this DIL whieh wes 
believe is necessary to build up and maintain a privately operated Ateric 
merchant marine, adequate for the Nation’s commerce and defense 
You may recall that we supported somewhat similar legislation which wos te 
fore Congress in 14S and 1949. We have since given the subjeet much study and 
have reached the conclusion that S. 241 is the best bill that has vet been under 
consideration for amendment to the Merchant Marine Act 1935, so as to aid 
American operators in overcoming the difficulties standing in the 
efforts to build up and maintain fleets of their own, Composed of vessels capabt 


of meeting foreign competition and of class and speed so as to be vatunatl 


Vay thie 
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the Nation in time of whr or other emergency. We are especially hopeful that 
passage of this bill will stimulate shipyard activity on the Pacific coast whic 
is now and has been for some years past, at a very low and even dangerous level 

For these renasous we hope that the bill will be favorably reported by the 
Merchant Marine and Fisheries Committee and that all necessary steps will be 
taken to bring it to an early vote in the House with the view to insuring passage 
before adjournment. 

Yours very truly 
Water A. Rope, 
fanager, Transportation Department 


SAN Francisco, Cauip, Vay 2, 1952. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 
Board of directors of this chamber today authorize support of the long-range 
shipping bill, S. 241, which we believe is necessary to build up and maintain a 
privately operated American merchant marine adequate for the Nation’s com- 
merce and defense. Respectfully urge that the bill be favorably reported and 
brought to a vote in the House speedily. 
W. P. Fuicer, 3d, 


President, San Francisco Chamber of Commerce. 


The Cuamman. The committee stands adjourned until 10 o'clock 
tomorrow morning. 

(Thereupon, at 11:06 a. m., the committee adjourned until 10 a. m. 
Wednesday, May & 1952. ) 
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WEDNESDAY, MAY 7, 1952 


iiouse or RepRESENTATIVES, 
Comairrer oN Mercuanr Marine anp Fisueries. 
Washington, D.C. 

The committee met, pursuant to call, at 10:05 a.m... in the commit- 
tee room, Old House Office dsuilding, Hon. Edward «J. Hart (chair 
man) presiding. 

Present: Representatives Hart. Bonner, "Poole, Garmatz, Ben- 
nett. Shelley, Robeson, Ikard, Weichel, Hand, Tollefson, Allen, But- 
ler, Seelv-Brown, Mumma, Van Pelt, and McIntire. 

The Cuamman. The committee will come to order, please. 

Is Commander MeGuinness present / 

Commander McGuinness. Yes. str. 

The Cramman. Come forward, please, Commander, You have 
a statement, do you not ¢ 

Commander McGuinness. Yes, sir. I do. 

The Cuamman. All right, the committee will be pleased to hear 
from you. Proceed, please, Commander. 


STATEMENT OF COMMANDER WALTER A. McGUINNESS, UNITED 
STATES NAVY 


Commander McGuinness. Mr. Chairman and members of the com- 
mittee, my name is Connmander Walter A. McGuinness, United States 
Navy. I am attached to the Office of the Judge Advocate Geueral, 
Department of the Navy. LT appear before your committee as a wit- 
ness to present the position of the Department of Defense on the bill, 
S. 241, to amend the Merchant Marine Act, 1936, as amended, to 
further promote the American merchant marine, and for other pur- 
poses. 

Inasmuch as the security of the Nation demands the existence of a 
strong and healthy merchant marine and the maintenance of an 
active and highly efficient shipbuilding industry in time of peace, 
the Department of Defense favors legislation which will attain those 
objectives. In order that there may be an adequate pool of merchant- 
type vessels which are available for troop transport, cargo, and tanker 
service in time of war or dire emergency, it is important that every 
effort be made to foster a strong merchant marine and an aetive sliip- 
building program. 

I would like to point out that the Department of Defense is not only 
concerned with the maintenance of an adequate pool of ships but it 
is also aware of the vital need to maintain the Nation’s facilities for 
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ship construction and repair at a high level of efficiency. It is in 
portant that in time of peace there be an active base which could | 
expanded rapidly to meet the demands which all-out mobilizatioy 
would require of the shipbuilding industry. 

With reference to S. 241, the Department of Defense offers no con 
ment on the provisions of the bill because it is considered that thy 
Maritime Administration is the agency best qualified to comment 1) 
detail on methods to be adopted to carry out the desirable objectives of 
the bill. 

In conclusion, I would like to state that the Department of Defens 
has been informed by the Bureau of the Budget that enactment o! 
S. 241, in its present form, would not be in accord with the progran 
of the President. That Bureau indicated that, although the President 
is in accord with the policy of broadening the scope of aid to the 
American merchant marine, he specifically recommends that suc! 
extension of aid should not be in the form of increased tax benetit- 
and the extension of construction subsidies to vessels operated on non 
essential trade routes. It is understood, however, that the details of 
these recommendations have been communicated to your committee by 
the Bureau of the Budget. 

I would like to add that, in the event the committee desires specific 
technical information available to the Department of the Navy, | 
shall be glad to make arrangements for it to be furnished. 

The Cnamman. Are there any questions, gentlemen / 

Mr. Auten. Mr. Chairman, might I ask one question ? 

The Cuairnman. Yes. 

Mr. Antex. Commander MeGuinness, I note the statement that 
refers to the recommendation that aid should not be extended in the 
way of construction subsidies to vessels operated on nonessential trade 
routes. It is true, is it not, that a vessel, no matter where operated, 
would be just as valuable to the Navy in times of emergency as a 
vessel on an essential trade route ¢ 

Commander McGuinness. [ believe so, sir. Yet it is the situatio 
where you have ships that are operated on the essential trade routes 
more or less would be of greater size, but not necessarily so, 

Mr. Auten. It is true also, is it not, that the unsubsidized ships of 
the intercoastal trade were those most available and most useful to the 
Navy in World War II for the transport of troops 

Commander McGuinness. Tam not qualified to answer that ques 
tion, sir. 

Mr. Auuen. Thank you. 

Mr. Bennerr. Mr. Chairman ? 

The Cuairman. Mr. Bennett. 

Mr. Bennervr. In the event that we did have another major emet 
gency involving world-wide war, who is it that has charge of assign 
ing the vessels to the use of transporting troops? Is it the Navy o: 
is it the Maritime Administration, or who is it, that takes the vessel- 
from private industry and puts them in the transport service ? 

Commander McGuinness. Under our present set-up, I believe 
would be MSTS. 

Mr. Bennerr. Does the Navy have any figures or information avail 
able to show what they feel the capacity of troop carrying is at the 
present time that you might be able to take or the Government might 
be able to take in the case of an emergency ? 
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Comuander MeGuinness. Tam not able to answer that question. 
1 would gladly furnish that information, str. 

Mr. Bexnevv. If that information is available to the Navy, would 
you see that it is furnished to the committee ¢ 
~ Commander McGuinness. All right, sir. 

Mr. Benner. I would not want to have that information if it is 
confidential, but if it is available for general knowledge LT would ap- 
preciate if it would be furnished. 

Commander Me ctinness. Yes. sir. 

Mr. Bennerr. That is all. Mr. Chairman. 

The Cramnman. Mr. Bonner. 

Mr. Bonner. Commander, what did you have in mind, to what do 
you refer when vou make this statement—"T would like to add that, 
in the event the committee desires specific technical information 
available to the Department of the Navy"? Is that some information 
that would give more light on the services of these ships that are 
supposed to receive subsidies under this bill, or what does that mean ¢ 

Commander MeGuinness. Well. in writing that statement, sir. and 
in preparing that statement T conceived the idea that the committee 
might be interested in our tanker capacity, both under the services 
and also that are available in our American merchant marine. And 
[ have just been asked to furnish the data on availability of space 
for troop-carrving capacity. Not being able to perceive exactly what 
information the committee would desire, | just made the broad gen 
eral statement that T would be glad to try to find out any information 
the committee would desire. 

Mr. Bonner. I was thinking whether or not the Navy Department 
made a survey to ascertain what would be necessary, whether you 
referred to that in this. 

Commander McGuinness. No, sir: IT was not referring to any 
specific survey. 

Mr. Bonner. Has the Navy made such a survey to ascertain the 
present inadequaey and the desirability of expanding the flag fleet 

Commander McGuinness, I cannot answer that question, sir. 

Mr. Bonner. That is all. 

The Cramman. Any other questions ? 

All right, Commander, thank vou, sir. 

Commander MeGurnness. Thank you. 

The Ciamnay. Mr. Nirby. Do you have any prepared statement, 
Mr. Kirby ¢ 

Mr. Kirey. Yes: I have a statement that I have not had mimeo 
graphed, but I will read it to the committee slowly. 

The Cuairman. You may proceed, 


STATEMENT OF VANCE N. KIRBY. TAX LEGISLATIVE COUNSEL FOR 
THE TREASURY DEPARTMENT, ACCOMPANIED BY JOSEPH DRIS- 
COLL, ATTORNEY 


Mr. Kirsy. My name is Vance N. Kirby, and I am the tax legislatite 
counsel for the Treasury Department. I have with me Mr. Josep) 
Driscoll, an attorney in my office, who has studied these problems from 
the revenue point of view, 
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The Department appreciates the opportunity to appear before t| 
committee to discuss the tax aspects of the long-range shipping bill, 
S. 241. 

As you know, our Department, at the request of your committee, 
has already submitted a detailed statement of its views on the tax 
provisions of this long-range bill as passed by the Senate. 

In this statement, which is dated October 23, 1951, the Secretary 
urged that the bill be amended to conform: with the reconinendatic 
of the President that the tax benefits conferred upon the subsidized 
operators be limited to the corporate normal tax, the 50-percent tax, 
and that the pros isions Which would extend certain tax benefits to the 
nonsubsidized operators be eliminated from the bill 

I would appreciate it, Mr. Chairman, if at this point the full report 
of the Department be incorporated in the record of the committee, if 
that is agreeable to vou. 

The Criamman. The report of the Department will be incorporated 
in the record. The Chair will give consideration to incorporating tt 
at this point or withholding it and placing it in connection with 
some other reports, 

Mr. Kirsy. Yes. Thank vou, Mr. Chairman. 

1 should like to direct attention to the fundamental premise of the 
Treasury report, namely, that preferential tax treatment is not a suit 
able, economic, or desirable means of providing assistance to the mer- 
chant marine. Complete or partial exemption from Federal taxes of 
necessity conveys benefits indiscriminately without regard to the par 
ticular need of the operator for assistance. As a matter of fact, the 
principal beneficiaries are usually the most successful and profitable 
companies, 

An example of this may be seen in the Treasury Department's study 
entitled “Tax Benefits Provided the Merchant Marine” which was 
completed last vear at the request of the President and was undertaken 
in consultation with the Maritime Commission. 

It was pointed out that during the 12 vears of the subsidized oper 
ations more than 60 percent of the benelits resulting from tax exemp 
tion were received by the four largest companies. One of the large 
companies increased its net worth approximately 20 times, in large 
measure at the eXpense of tax revenues, while some of the smaller con 
panies received little or no benefits. 

It would seem that a carefully developed subsidy program should 
as a minimum provide assistance in accordance with the need. Tax 
benefits do not meet this requirement. The incidence of tax benetits 
is related only to two factors: First, the applicable rate of tax and, 
second, the amount of current profits realized by the company. 

As the rate of tax increases, the value of the exemption increases 
proportionately. At the 35-percent combined normal and surtax rate 
which was in effect from 1946 to 1949——— 

The Charman. Let me ask you one question before you proceed 
~o we will understand one another, Mr. Kirby. 

Mr. Kirny. Yes. 

The Cnairman. What do you mean by tax benefits? Tow do you 
define benefits 4 

Mr. Kirsy. Those are really the exemption or the deferment from 
tax that is accorded. 
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The Cuatrman. You use the word “benefits” svnonymously with 
deferments here / 

Mr. Kirsy. With deferments or exemption. It is what you might 
call the tax advantage that the shipping companies have which tax- 
payers in general do not have. 

The Cuamman. All right, thank you. 

Mr. Kirsy. At the 58-percent rate which was in effect from 146 to 
1940 the tax subsidy amounted to 61 cents for each dollar of the oper 
ator’s own money which he placed in the capital and special reserve 
funds. In other words, the Government really added 61 cents to each 
dollar that was placed in the reserve fund by the operator. 

Recently, as the combined normal tax and surtax were raised to 52 
percent, Which is now the effective rate, the tax subsidy increased to 
s1.08 contributed by the Federal Government for each dollar of the 
operator's money which was placed in these funds. This increase in 
the value of the tax benefits has taken place at a time when the oper- 
ators have enjoved their record cargoes and high earnings. 

extreme fluctuations also occur in the value of benelits conveyed 
ipon individual operators. The small companies whose earnings are 
less than 825,000 a vear and are subject to the 50-percent normal tax 
receive a tax subsidy of approximately 45 cents on each dollar de 
posited in these funds, whereas the companies subject to the S2-per 
cent excess-profits tax benefit to the extent of about 54.05 for each 
dollar it deposits in its funds 

In addition to the tact that tax subsidy is haphazard and unrelated 
to need, it should be observed that the prec ise amount of the be: efit 
conferred upon individual companies 4, difficult to ascertain. It re 
inains hidden in effect and is not subject to annual review by budgetary 
or congressional authorities. 

The tax exemption represents an indefinite grant of an undeter 
mined amount which is outside the usual expenditure controls, 

The Department has for this reason opposed hidden tax subsidies 
und recommended instead that where desirable a direct subsidy pro 
vram be undertaken. 

Another and important consideration, particularly in a period 
when high rates must be borne by all. is that preferential treatment for 
any one group of taxpayers Inevitably gives rise to demands for ex- 
tending similar treatment to others. Whenever income in any one 
area is wholly or partially exempt from tax, a precedent is estab- 
lished which makes inroads upon the uniform application of our 
Federal tax Jaws and creates equity problems as between taxpayers. 

Because of the inherent defects of a tax subsidy and in view of the 
magnitude of the benefits conveyed on the operators as revealed 
the Treasury Department's study, the President recommended that 
consideration be given to curtailment of the tax benefits under the 
present provisions. It was urged that as an approach to ultimate 
replacement of these tax benefits with a direct-aid program, the bene- 
fits for subsidized companies should be limited to the 30- percent hor 
mal tax, and the companies made subject to the regular corporate 
surtax, Which is 22 percent, and to the excess-profits tax, which is an 
additional 30 percent tax, 

Mr. Hanp. May I interrupt at that point / 

The CHamrMan. Yes. 
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Mr. Hawnp. If you consider that the whole principle is wrong, tha: 
is, the principle of subsidies by way of tax benefits, why do you go 
along with this provision even to the extent of applying it only 
the normal corporate tax ? 

Mr. Kirny. | think the sudden withdrawal of the tax benefits tha: 
these subsidized operators have been enjoving for 12 years—the sud 
den withdrawal might be disturbing to the industry. Therefore, i: 
seemed advisable to the Bureau of the Budget and the Presiden: 
that at the present true revision be limited to curtailment of the tax 
benefits. 

Mr. Hann. With the ultimate desire that the whole thing be elim 
inated ¢ 

Mr. Kirny. That is right. I think particularly during this period 
that it might be inadvisable to make the drastic and full cure. 

Mr. ALLEN. Does the Treasury go along with the President and 
the Bureau of the Budget in that view / 

Mr. Kirry. Yes, that is correct. 

Mr. Ikarp. From the long-range view vou go eventually to the 
idea that there would be no subsidy at all? 

Mr. Kirey. No tax subsidy. 

Mr. Ikarp. That is what Tam speaking of—tax subsidy. 

Mr. Karey. That is right. 

I would like to stress this: that the Department does not object 
to the direct subsidies that are provided in the 1936 act. 

Mr. Ikarp. I was not referring to that, I was referring to the tax 
benefits. 

Mr. Kirpy. Yes. 

The Senate bill makes some progress in this respect by providing 
for the application of the excess-profits tax but fails to provide that 
subsidized operators shall be subject to the surtax on deposited earn 
ings. See, at the present time the subsidized operators are exempt 
even from the excess-profits tax with respect to their deposits. 

I think I should correct that. They get a deferment, which is an 
indefinite deferment, of that tax. 

Mr. Suriuuey. May I ask a question right there, Mr. Chairman ? 

The CHatrman. Very well, Mr. Shelley, although T would rathe: 
have the witness proceed fully with his statement. 

Mr. SHELLEY. Since we do not have a written statement it is hard to 
go back and ask the questions. 

The Crarman. Yes, sir. 

Mr. Sueiiry. In regard to what you just said—deferment of si 
tax—is there an eventual day of reckoning between the company ani 
the Government on the obligation of the company / 

Mr. Kirey. Theoretically 1 would say there was an eventual day 
of reckoning. ‘That is when their funds are withdrawn from the 
shipping business or from the subsidized or essential trade route- 
and used for other purposes. 

Mr. Suetiry. And at that time does all the tax liability whieh had 
accrued over that period of development fall upon them / 

Mr. Kirsy. Yes, that is right. 

The provisions of the bill extending tax benefits to nonsubsidized 
operators mark a major departure from the principles of the Merchant 
Marine Act of 1936 and raise substantial questions of tax policy. 
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Under the provisions of the bill amending section 511, ship opera 
tors, Whether or not rendering service on an essential route, would be 
exempt from the corporate normal and the corporate surtax on any 
earnings derived from shipping operations which are deposited in a 
construction reserve fund. The earnings so exempted would be avail 
able for the acquisition of reconditioning of vessels and the payment 
of indebtedness on existing or newly acquired vessels within a period 
of 3 years, or possibly 5, from the date of deposit. 

The basis of acquired or reconditioned vessels would be adjusted to 
eliminate the exempt earnings. 

Under the present law earnings of a contractor may be deposited 
n the construction reserve fund and may be used for the purposes of 
requisition or reconditioning of vessels, but the operator presently 
receives ho exemption from the corporate norimal or surtax. How 
ever, gain derived from the sale or disposition of vessels and deposited 
in the construction reserve fund is exempt from tax under the present 
law, 

The proposed amendment in this bill to section 511 would radically 
change the character of section 511 funds. Whereas the present pro 
visions merely result in a deferment of tax arising on gains from the 
sale or disposition of vessels, the bill in its present form would exclude 
the Federal income tax on all or a part of the operating profits of the 
company. Continued redeposit of earnings would make possible in 
definite postponement of the tax. 

Moreover, the operator would be able to concentrate its deposits in 
vears of high tax rates or large Income receipts in order to maximize 
its benefits under the tax svstem. 

Mr. Bennerr. Excuse me for interrupting. [ did not understand 
that last sentence. Do you mean to say that under this bill now before 
us this deferment or exemption would apply to things other than re- 
construction of vessels or production of new vessels / 

Mr. Kirny. No. I mean to say this: that under the bill as before 
you ship operators will be able to deposit their shipping profits in 
these funds and get an exemption from’ the corpor normal and 
the corporate surtax, 

Mr. Benner. Is that different from the existing law 4 

Mr. Kinny. That is different from the existing law. 

Mr. Bennevr. As to both of those types of taxes ¢ 

Mr. Korpy. Yes. Under the preseit law thes can only vet tax 
deferment with respect to the capital eains on the sale or disposition 
of vessels. That is the real distinction. 

Mr. Bennerr. Thank you. 

Mr. Kinsy. And permitting a deferment with respect to the carn- 
ings is far different from merely providing exemption with respect 
tothe capital eains upon the disposition of a vessel, 

Mr. Bennevr. Have you worked out any figures about past ex- 
perience or projected future experience that might show the impact 
of that difference—how much more it would mean in the wa of tax 
deferment / 

Mr. Kirny. It would be very substantial. We do not have an esti- 
mate as to what it would cost over the next few vears, because it 
depends on so many variables. In other words, it depends upon such 
factors as the profitable position of the shipping people. and their de- 
sire to avoid or postpone the tax in these vears of high rates, 
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The Secretary's letter points out that exemption of earnings place 
in the construction reserve fund goes much beyond the accelerate: 
amortization provisions which originally were in S. 241 and wer 
omitted on the Senate side. 

Under the proposed amendment to section 511 the operator would 
not be limited to a specific amount based upon the cost of a ne owly 
acquired vessel, but he might deposit the entire earnings for a sing 
vear. 

The full purchase price of a vessel could, in effect, if the operato 
so desired, be written off within a single year. 

The contention has been made that tax revenues would not suffer-—— 

Mr. Atten. May I interrupt right at the end of the sentence before 
the one vou just st: era ¢ 

Mr. Kinny. Yes, si 

Mr. Auuen. If he ‘lid write off a vessel in a single vear, would 
not his tax from then on be without benefit of the depreciation on thi 
operat ion of the same vessel ¢ 

Mr. Karey. That is entirely correct, but he can in the following vea 
and vears thereafter continue to make deposits in these funds and 
avoid that tax which otherwise would fall due. 

Mr. Auten. Would not there be a limitation to the number of years 
that he could deposit without building more ships 4 

Mr. Kirpy. That is right. In other words, if the operator did not 
want to expand his vessels and increase the number of his vessels or 
improve his vessels. or pay off the indebtedness on existing vessels, 
if he did not want to do any of those things, then he would not make 
additional deposits, and therefore he would start to subject himself 
to further taxes. 

The contention has been made that tax revenues would not suffer 
since the basis of the vessel for computing depreciation in subsequent 
years would be reduced. While depreciation allowances would reflect 
the lower tax basis, the operator could, nevertheless, avoid tax on this 
additional income by making furthe y deposits in the construction 
reserve fund. This process could be repeated until the operator had 
achieved maximum capital investment and retired all indebtedness 
on its fleet. Obviously the prospect for recovery of taxes within a 
reasonable period of time would be remote. 

{ should also like to comment briefly on some of the arguments 
which have been submitted in support of special treatment for the 
nonsubsidized operators 

It has been said that the amendments to section 511 are essential to 
compensate for the special benefits enjoyed by the subsidized lines 
under section 607 (h) of the Merchant Marine Act and the tax advan 
tages applicable to the foreign carriers. It would seem, however, if 
the nonsubsidized lines are at a disadvantage because of the treatment 
accorded subsidized companies, the answer lies in reduction and eve 
tual elimination of the special benefits to the subsidized oper ators 
and not in the addition of new and undesirable tax provisions. 

To the extent that the problem is one of foreign competition, it 
should be noted that the total tax burden imposed upon foreign 
ships may in several instances be fully as great, if not greater, than that 
borne by American operators, 
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While the merchant marine industry faces a period of high replace- 
ment costs, this is a problem which is shared by many other lines of 
business which do not receive special tax bene fits. 

It has not been shown that the profits of the shipping companies 
after taxes, plus outside financing and various forms of aid which are 
available to the operators, such as the favorable loans granted by the 
Maritime Administrator for vessel acquisition, are insufficient to pro- 
vide for continued maintenance of the fleet. 

I should like to stress that, even if present provisions should be 
found to be inadequate for replacement, resort should not be had to 
preferential tax provision and concealed tax subsidies. In such a case 
consideration should be given to providing Government aid in a direct 
manner, so that assistance may be related to need and the cost of the 
program made known and continuously subject to congressional 
view and control. 

Special tax provisions wholly fail to meet these tests. In addi- 
tion, they discriminate against all other taxpavers subject to the regu 
lar rate provisions. ‘The Secretary’s statement accordingly recom- 
mended deletion of the provisions of the bill extending tax benefits 
under section 511. 

That is the end of my statement, Mr. Chairman. 

The Cuairman, Mr, Kirby, it has been stated here that an individ- 
ual ageney or department of Government is very likely to take a 
harrow, very restricted view of legislation of this chartacter, indicat- 
Ig, pe rhaps, that your Department would be interested in nothing 
but some financial considerations. 

You understand, of course, that the whole basis of our concern for 
the American merchant marine ts that it is necessary for the Americal 
economy and that it is the fourth arm of national defense. 

Mr. Kirvy. That is correct. 

The Charman. An auxiliary to the military forces without which 
they could not wage effectively any expansive war. 

Has the Department viewed this question from that angle or solely 
from the angle of the best determination of taxes / 

Mr. Kinny. No. The Department has viewed it from the angle of 
the obvious importance to the country of a strong and healthy mer- 
chant marine. Of course. the primary concern of the Department is 
the maintenance of a strong, healthy, fair. and uniform revenue system. 

From those combined angles this study was entered into and sub- 
mitted to the President, and he prese nted it to your committee, as I 
recall, T think it is available to you, 

But we have not looked at this problem from merely the narrow tax 
collector's point of view. Although I would want to say that the 
revenue system is our primary responsibility. 

The CHamman. Well. it has been stated here that, in view of 
peculiar circumstances connected with the merchant marine. this 
method provided for in S. 241 affords practically the only means of 
obtaining sufficient monev or sullicient capital with which to perpe- 
tuate and increase the size of the merchant marine. What comment 
have vou to make on that? 

Mr. Kinny. | do not think that is true at all, Mr. Chairman. I 
think they can get funds from other sources. As a matter of fact, 
the loan policy of the Federal Government to the merchant marine 
lias Dee! very liberal. 
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The Cuamman. Well, they say they cannot get people to inve- 
in stock and shares because of the uncertainties, because of the wps an 
downs In the business, the lack of regular income; and that, if th 
are to expand the merehant fleet, this is the only practical means |) 
which they may avail themselves of that opportunity. 

Mr. Kirsy. If private financing is unavailable or is not adequat 
direct subsidies or additional direct subsidies might be considered 
seriously. 

As I pointed out, when you use the tax route, the benefits are all in 
direct; they operate haphazardly without any regard for the need of a 
particular operator for certain vessels. They give nothing to the 
operator that is in trouble financially, that is not earning profits. 

It is for those reasons that the Department recommends to your 
committee very strongly that you do not use the tax-subsidy method, 

The Ciamman. Well, do you have any opinion as to the effect 
on the industry with respect to its expansion in the event S. 241 were 
enacted into law in the form in which it passed the Senate? Do you 
think it would accomplish that objective 

Mr. Kirsy. I do not know whether it would accomplish the ob 
jective of expanding and improving the merchant marine. 

The CHatrMan. It has been stated here that, if S. 241 were passed 
in its present form, the Government would not lose any money 1m 
taxation; that ultimately every dollar owed to the Government would 
be paid into the Treasury: and, furthermore, that as a result of the 
expansion that would accrue from the enactment of the law the whole 
industry would be expanded, the shipbuilding and ship-repair indus 
try would be stabilized, and greater employment would be afforded to 
men both on land and on sea, and that as a matter of fact the revenue 
from the enactment of the Jaw would increase rather than diminish 

Mr. Kirry. I certainly would doubt seriously that it would be in 
creased. And if this bill—— 

The Cuarrman. Wait a minute. You seriously doubt that it would 
be increased. You just said vou had no idea whether it would result 
in the expansion of the industry. 

Mr. Kirpy. I would doubt seriously that this bill would result in the 
increase of revenue. As a matter of fact, if the bill has any effect to 
encourage the expansion of the merchant marine, it will decrease the 
revenues over the next few vears, and ultimately, whether we collect 
any deferred tax or the full amount of the tax that has been deferred 
would be entirely problematical—entirely. 

Mr. Suetiry. Why? 

The CHairmMan. Will you elaborate on that a little bit, please / 

Mr. Kirsy. Because that would assume, as to the subsidized opera 
tors, that the merchant marine would come to a period when it would 
really liquidate. And it is only at that time that the deferred taxes o1 
deposits in the capital and special reserve funds would start coming 
in. 

Mr. Seery-Brown. In other words, you would not collect them until 
they had gone out of business 4 

Mr. Kirsy. That is right. And in the ease of the nonsubsidized 
operators taxes would be deferred indefinitely so long as the operator 
continues to make deposits in the construction reserve fund. So that 
to say that the Government will not lose anything in revenue, | think, 
isa clear distortion. 
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The Cnatrman. Mr. Bennett. 

Mr. Bennerr. I would like to ask a question along that line. You 
have said twice now, as I understand, that you feel that the provisions 
of this bill are unrelated to the need of the individual company. But 
| would like to know if vou feel that there is a relation to the expansion 
of the fleet which might take place, and, if so, do you think that that 
relation is a capricious relation or one which has a real bearing upon 
the expanding of the fleet 

Mr. Kirny. I think it is a very expensive way in which to expand 
the fleet, looking at it as an aggregate. It gives the benefits to the 
shipping company that is doing the best. In other words, the com 
pany that is the most profitable. Under this bill we give the greatest 
benefits to such people. 

The bill would encourage some operators to build vessels. But it 
would seem to me that it is an expensive method by which to misuse the 
fleet, since the benefits of tax deferment would be extended to some 
companies that may not need assistance. 

Mr. Bennerr. I have two other questions I would like to ask, and I 
think that will complete my questions on this. 

Following along what vou have already said. and with particular 
relationship to the fact that you have said this type of subsidy seems 
to you to be an improper type of subsidy, has the De partment made 
any study of other types of subsidies, such as ton-mile subsidies and 
things of that kind? 

Mr. Kirey. No; we have not studied the possible methods for giv 
ing direct subsidies to the merchant marine. Frankly, it is really not 
within the Department's jurisdiction to determine how direct sub 
sidies might be given to the merchant marine. 

The reason why our advice has been requested in connection with 
the bill is that the method adopted by the bill is to give tax subsidies: 
and, as I say, we point out the objections to that type of assistance, 
and we feel that some form of direct subsidy, if a subsidy is needed, 
should be used. 

Mr. Bennerr. Then the next question IT would like to ask, and the 
final one on this aspect of it at least, is: Do you feel, if this law 
(S. 241) as it now stands were enacted, that it would be an improve 
ment on the law if there were some restrictions in the law to the extent 
that the benefits should only be given insofar as they were of assistance 
to the defense ¢ 

Mr. Kirry. Well, I do not see how we could limit these benefits 
along that line and still retain the tax subsidies that are included in 
the bill. 

Mr. Bennerr. Why could you not say that they would only go to 
such vessels as were of a certain type? For instance. as T understand 
it, this particular bil] would give assistance to vessels which would 
never be conceivably used in defense. 

Mr. Kirey. Yes: that is right. I see what you mean. That weuld 
improve the bill, I think. It nevertheless would permit some of the 
more profitable operators still to get tax deferments when they do not 
need such deferments. 

You see a profitable operator may deposit its earnings and get tax 
benefits and use those deposits for the construction of desirable vessels. 
But the Government really is in fact paying for a substantial part 
of those vessels. 
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Mr. Bennerr. That is all, Mr. Chairman. 

The CHARMAN. It has been stated, Mr. Kirby, that when the depre 
ciation deduction is taken into account annually that naturally iy 
creases the profits of the company for the taxable year, and that the 
payment of the additional taxes on the additional profit more tha: 
offsets the temporary loss to the Government of the deferment. 

Mr. Kirsy. It would not, Mr. Chairman, more than offset it. [y 
would proportionately tend to offset the tax that was deferred in the 
year in which the deposit was made. But. as I pointed out earlier i) 
the statement, the ship operator can avoid that increased tax by mak 
ing currently additional deposits in the reserve fund. So that, if the 
ship operator does not desire to pay these additional taxes, it does not 
need to. 

The CHairMAn, So, you are not in agreement with that statement 
that has been made here by several of the witnesses / 

Mr. Kirsy. That is right. 

The CHAIRMAN. Any other questions, ventlemen 4 

Mr. Hanp. Mr. Chairman / 

The CHamman. Mr. Hand. 

Mr. Hanp. Do you agree with the soundness of the deferment of 
taxes on capital gains, as T understand, to be provided by the present 
law, where deposited, of course / 

Mr. Kirsy. That is not unusual in our tax laws. For example, where 
your factory burns down or is taken over, say. by the State or the 
municipality and you receive the proceeds from it, and there is a gain 
there, if you reinvest in similar property the tax on the gain is de- 
ferred until a later disposition of that newly acquired property. So 
that the present provisions of section 511 are in line with that treat- 
ment that is accorded taxpayers in general. 

Mr. Hanp. Now, you have asserted that—and [T think with some 
weight—that the tax benefiés under the proposed bill tend to benefit 
by and large the prosperous and the larger companies and net nearly 
to such an extent, if at all, the smaller, less profitable companies. 

Mr. Kirsy. That is right. 

Mr. Hann. If that is true, do you agree with the statement that in 
the long run that would tend to concentrate shipping in the present 
hig companies and make them bigger, and the small compamies smatler 
or out of business entirely é 

Mr. Kirey. I think that that would be definitely the trend under 
the bill. 

Mr. Hanp. You made one particular assertion in your statement 
that in the case of one company, which you did not name, over a period 
of recent years they have increased their assets or their earnings. 1 
have forgotten which you said. 

Mr. Kirry. Net worth. 

Mr. Hanp. Their net worth by some 20 times. And vou furthe: 
assert that was largely as a result of tax benefits / 

Mr. Kirpy. That is correct. 

Mr. Hanp. Do you care to amplify that statement at all? Or ea 
you point out to me where T can get further information on that 
subject ? 

Mr. Kirey, T think that appears in ow study. Which is one of the 


documents that vour committee has printed. And the deposits made 
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by that company appear in that study. The deposits were very large 
over the 12-vear period in which they were subsidized. 

Mr. Hanp. And does the study tend to show that in effect the result 
of this very large gain in their net worth was largely derived from tax 
benefits / 

Mr. Kinny. That is right: ves. 

Mr. Hanp. That is all, Mr. Chairman. Thank vou. 

The Cuamman, Any further questions ¢ 

Mr. Annex. Mr. Chairman / 

The Cuamman. Mr. Allen. 

Mr. Auten. Mr. Kirby, was that company that showed that very 
large gain in net worth one of the companies that started as a very 
large company or a very small company / 

Mr. Kirsy. It was fairly large when it started, but it expanded 
from there. 

Mr. ALLEN. Was it large relative to the other companies in the 
field / 

Mr. Kirey. I think it was. 

Mr. Auten. Does the Treasury agree to the assumption which I 
think Is involved: that without assistance In some form the American 
merchant marine would neither operate nor be constructed in suf- 
ficient size to satisfy defense needs in emergency times if it were to 
operate unassisted against foreign competition / 

Mr. Kirsy. I think the Treasury would agree with that. 

Mr. Auten. That is one I would like you to be sure on. 

Mr. Kirny. For example, the Department has, as 1 indicated before, 
no objection to the use of the direct subsidies that now are available, 
particularly the operating subsidies, and the construction-differential 
subsidies. 

Mr. Ag LEN. ] confess I could see a lot Diore soundness to VOuUr post 
tion if you came in here objecting to something that is present law and 
offered a substitute that had some possibility of doing the work equally 
well or better. But. as ] understand it, your position is that you object 
to the present method of subsidy with regard to tax benefits but have 
no plan that would substitute for it. 

Mr. Kinny. Of course, if we tried to work outa plan for direct 
subsidies, then it really vets bevond the taxing jurisdiction and it 
comes right back TO. ] would sav, essentially the Maritime Comiuinis 
=10n's jurisdiction to see whiat type of clirect subsidy could be used 
and would be most helpful in this area. But what we are saying is 
that we know definitely that the use of tax subsidies is one of the most 
wasteful methods, as far as public funds are concerned, and does not 
really accomplish the purpose, 

Mr. Auten. If the Maritime Commission, after study, comes to the 
conclusion that the present method is the best, will you change your 
position or still expect them to change theirs / 

Mr. Kirey. Well, we do know that the Maritime Comunission does 
like the present svstem. We are aware of that. 

I think an additional consideration is that the tax subsidies are not 
reviewed by the Congress from the appropriation angle. People 
generally do not know how much goes into these vessels through the 
tax route. To determine the tax that would have been paid except for 
the subsidies is an extremly difficult task. 
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Mr. Auien. Can you tell us what the loss in revenue has bee 
through the operation of the 1936 act ¢ 

Mr. Kinny. Well, in our study we worked on that to actually fin 
the cost to the revenues during that period, and I think it covered thy 
period of 1936 through 1949, and the cost to the revenues was S1z: 
million. 

Mr. Auten. That would be a period of 14 years, and one-fou: 
teenth of $123 million on an average would be how much—eight o 
nine million dollars for a year 4 

Mr. Kirsy. Around that: ves, sir. 

Mr. Anven. Then the cost to the American Nation of maintaining 
the merchant marine under the present system on an average of, say. 
S9 million a vear would be a per capita tax of how much ¢ 

Mr. Kirny. Well, if I could just interrupt there, I do not think 
you can do it really on a per-year basis—— 

Mr. Auten. If I can interrupt there, this is the way I am going t 
do it. 

Mr. Kirsy. That is perfectly all right. 

Mr. Aten. What would that be? Can you visualize for me the 
per capita cost of the merchant marine per year on the basis of & 
million subsidy ¢ 

Mr. Kirny. Well, we have something like 50 million taxpayers. 

Mr. Auuen. Well, there are about 150 million in the Nation. Te: 
cents apiece is what / 

Mr. Kirsy. I say we have—— 

Mr. ALLen. $150 million ¢ 

Mr. Kirey. I say we have about 50 million taxpayers. 

Mr. Auten. On a per capita basis, roughly, as I get it, it would be 
something like 6 per year to some 150 million people who are benefited 
by national defense. 

Now do you know what the cost to the Nation for building ships i- 
under the only other way I have seen in which the Government has 
directly assisted, that is by the letting of contracts for the mariner 
ships, which T think was $350 million for possibly a 4-year program 
how does that compare with the present system under the 1936 act, 
in your opinion ¢ 

Mr. Kirsy. Well, as I say, I think these tax benefits are unduly 
generous to some and do not aid others, and therefore it: operat: 
wastefully and imperfectly. 

Mr. Auten. On the contrary, is it not true that the greatest tax 
benefits and, therefore, the greatest funds for the building of future 
ships go to the people who have proven themselves most able to oper 
ate them efficiently ? 

Mr. Kirey. Yes; that is correct. The tax benefits go to those that 
are the most profitable. the strongest. So we give relief under thy 
present law and under this bill to even a greater extent to the strongest 
and then deny anything to the ones that vou might say need the 
assistance or they cannot build vessels. 

Mr. AtteN. Do you go at this on the basis of a welfare program 
or a program which will provide us with an operating merehant 
marine operated by the most efficient manegement and by the most 
efficient crews and personnel 4 

Mr. Kirsy. No; we do not go at it as though it were a welfare pro 


eram, of course. 
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But I think if you perhaps want to use your funds in the best 
possible manner, you would direct the funds to those operators that 
do not have suflicient financial ability to build or operate the vessels 
that the Government needs, and not direct the funds to those operators 
that might well be able to build and operate the vessels without any 
further financial ability. 

Mr. Attex. I note you seem to respond to questions with regard 
to What might happen, but if you go back over the 14 years or more 
in Which the 1936 act has been in force, has the experience been that 
uny operators have built ships, even with the tax exemptions that are 
provided ¢ 

Mr. Kirsy. Well, ves. 

Mr. Auten. Has the experience indicated that there will be any 
misuse of the funds that are deposited if we consider the proper use 
to be the building of ships that will be available and suitable for 
national defense needs / 

Mr. Kirsy. No. I did not mean that these funds were misused 
atall. [have no instance in which they were misused, 

I think that the funds that are deposited are used according to 
the purposes of the act. or if they are not, then the tax applies. 

Mr. Auven. Is it not true that the tremendous increase in net 
worth of the companies which you have studied is found largely in 
the increase of the number of ships they have afloat and which are 
operating ¢ 

Mr. Kinny. Yes: that is true. 

Mr. Auten. Well, is it not true then that the purpose of the act, 
which was to promote the development of the merchant marine and 
to have ships which would carry our commerce and be available for 
national defense, has been rather well fulfilled ¢ 

Mr. Kirny. Well, 1 do not know whether sufficiently fulfilled. And 
i think it is doubtful as to whether the cost to the Government was 
not excessive. Tn other words, the same expansion might have resulted 
froma smaller investment of Government funds. 

Mr. Auten. Have you considered the specific cases of the building 
under the present program of the 35 mariners by the Government and 
the program under which ships have been built in the past under the 
1956 act, so that vou can state from experience so far as possible what 
the relative costs are / 

Mr. Kinny. No. 

Mr. Annex. Thank vou, Mr. Chairman. 

The Cuainman. Mr. Kirby, in your advocacy of direct subsidies, 
do you relate that in any way to the abandonment or elimination of 
the parity principle generally / 

Mr. Kirny. Are you speaking of the operating and construction 
differential subsidies when you speak of the parity principle? Tam 
essentially a tax man, Mr. Chairman, and Tam not-—— 

The Cuarman. Not qualified to answer that question ‘ 

Mr. Kinny. I do not fully understand what you mean by the parity 
prineiple. 

The Coamman. Well, the parity principle generally as applied in 
connection with other commodities. 

Mr. Kinny. Well, P think our taxes should be uniform with respect 
to all industries, and to start to reduce the taxes sub tantially In one 
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area and keep our taxes high in other industries that are also important 
in this defense period is a very disturbing thing. 

The Cnarrman. Well, the subsidies to the shipping interests hay. 
been much smaller, have they not, than subsidies paid by the Govern 
ment in many other cases, such as the agricultural subsidies paid out / 

Mr. Korby. Well, those are the direct— 

The Cuamman. Tam looking for your view on this. Tam not 
arguing with you. 

The direct subsidies are essentially the problem of the Congress and 
can be constantly reviewed. The public knows the amounts and the 
ean examine to see whether these subsidies are desirable or whethe: 
they should be decreased or increased: whereas in the case of tay 
subsidies, it is very difficult to know the full cost of them to the 
Government, and it is difficult to review them. They are not found 
in your appropriation acts. 

The Cuamman. Well, in the study of the Treasury Department 
did they find tremendous difficulty in arriving at the figure of S123 
million which you cited to Mr. Allen a little while nyo? 

Mr. Kirry. We had to take the tax returns of each one of the 12 
subsidized companies over the 12 years involved, and compute the 
tax that would have been paid except for this subsidy. 

Now you can do that with something like 12 companies for a period 
of 12 years. Even that took a number of weeks of internal revenue 
agents’ time. But this bill would expand the subsidies to the nonsub 
sidized operators and bring in 

‘the CHuatremMan. That would not make an infinite number. 

Mr. Kirny. No: it would not make an infinite number, but it would 
increase the number substantially. 

Furthermore, it should be noted that the industry does not agres 
with our figure of S125 million tax loss. They say the reevnue Joss 
is something less. That alone is proof that the figure may be in 
definite. We think it is $125 million. 

The Cramnman. Do you think the Treasury does not have enough 
emplovees to keep up with this question in the event of the enactment 
of this bill 

Mr. Kireny. We can figure this out. but it is extremely diffieult. As 
H say, the industry itself dloes not agree with the heures, They test) 
lied before you that it is some lesser figure— half the amount. 

The Cramnan. Well, do vou think that the dificulty of figuring it 
out would be a valid objection to the enactment of the pro ision if it 
were beneficial to the merchant marine / 

Mr. Kirny. No. 

The CiuarrMan. And not detrimental to the United States / 

Mr. Kiresy. That is right. I certainly would not think that would 
be a valid reason alone, nor is it the only reason that we have given 
to you. There are other reasons. 

The Ciaran. Is it even an important reason / 

Mr. Kirsy. I would say it is a significant reason. Another con- 
sideration is the fact that the Congress does not constantly review 
that cost to the Federal Government. 

Mr. Bennerr. May I ask one question there / 

The CuatmmMan. Yes, 
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Mr. Benner. Is that not also complicated by the fact that you are 
not quite sure just how much of the benefit involved for the partic- 
ilar companies has a relationship to the national defense 4 

Mr. Kinsey. That ts right. 

Mr. Bennerr. The elements of indecision or indefiniteness as to the 
smount of tax, when taken together with the indefiniteness with regard 
to the benefits derived by the Government in the way of increasing 
defense, is really the heart of what you are worried about with regard 
to that; is it not? 

Mr. Kirsy. That is right, yes; and the lack of review, and the fact 
that the tax subsidy goes to those that may not need the subsidy. 
Those are the reasons. 

The Cnamman. Mr. Seely-Brown. 

Mr. Seevy-Browx. Mr. Kirby, do you feel that the preferential tax 
treatment which is accorded in this legislation might open the way for 
similar preferential tax treatment for other industries / 

Mr. Kinny. Yes. indeed. IT certainly do. We have before us an 
example of that—the commercial aviation companies want the same 
tvpe of tax subsidies. 

Mr. Seevy-Brown. Am Lecorrect in my understanding that vou have 
said that vou personally feel that additional direct subsidies would 
help us achieve the evoal which we all want. namely ~on building up our 
merchant fleet, and that vou feel additional direct subsidies would be 
a cheaper method of achieving that goal rather than the present prefer- 
ential tax exeliption method 4 

Mr. Kinny. Yes. The study that the Department made concluded 
that this particular method that is now being used, and which would 
be expanded under the bill, is not the economical way to grant the 
subsidies, but that if subsidies are hecessary, if additional subsidies 
are needed. they should be in the form of direct subsidies. 

Mr. Seevy-Brown. So that they would appear on an appropriation 
bill, and so that the people of the country would know exactly what 
it would cost and how much and who got what / 

Mr. Kirpy. That would he one of the benefits of that S\ stem. 

Mr. Seeny-Browns. But vou recognize that we have to do something, 
or do Vou agree with us that something mitist he done to ald the me 
chant marine 4 

Mr. Kirpy. We think that is true. 

Mr. Srevy-Brown. In other words, we are only differing as to the 
best way to achieve that goal / 

Mr. WKirey. | think that is correct. IT think we all have the fact 
clearly in our mind that the merchant marine is vital to the country 
and it should be encouraged. , 

Mr. Seevy-Brown. That is all. 

The Cramnman. Mr. Van Pelt. 

Mr. Van Penr. Mr. Kirby, in our ever-expanding economy, as Mr. 
Seely-Brown just stated. vou expressed alarm that other businesses 
might come in for the same preferential treatment. Is it not tru 
that we are continuing to grant that? T refer particularly to the 
cooperative benefits. 

Now, if th e Department is n@aimst S. 241. would it be your recom- 
mendattion ths at they might INCOrpor ate under = cooperative statutes 


ind there Iny trrn back all of their funds into their business 4 
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Mr. Kirsy. Well, of course, the Department is fully aware of ( 
problem with respect to the tax treatment of cooperatives. We ha 
studied that with the Ways and Means Committee and the Finan 
Committee extremely carefully, and we have made recommendatio 
to those two taxing committees for improvements in that area. W, 
are not unaware that there may be a lack of uniformity in that ares 

Mr. Van Perr. Well, would you have any recommendations | 
might ask you first: Is your particular work in the marine end of th 
Revenue Department ¢ 

Mr. Kirsy. No; it is in the tax legislation: so that I work with thy 
Ways and Means Committee and the Finance Committee constant], 
on tax bills. 

Mr. Van Pevr. That is all, Mr. Chairman. 

The Cramman. Any further questions / 

Mr. Suentiey. | would like to ask a question. 

The Cuamman. Mr. Shelley. 

Mr. Sueciey. Mr. Kirby, is it or is it not a fact that there are othe: 
industries in this country which get a special tax consideration unde: 
the law for the purpose of enabling them to expand their operations 
and to maintain operations 4 

Mr. Kirsy. There is this special amortization provision available 
during the emergency period, which is limited to the costs of the 
capital improvements, and is also limited just to investments that are 
certified by the appropriate Federal authority as being necessary 
to the war program. Of course that is available to the merchant 
marine as well. 

Mr. Suetiey. How would you liken the proposal in S. 241 to the 
existing law which gives, for example, the oil, gas, and mining in 
dustries, certain quarrying industries, depletion allowance for ex 
pansion purposes 4 

Mr. Kirsy. The Department and the President feel very strong!) 
that percentage depletion, particularly in the case of oil and gas, 
unjustified. They feel it is a very serious loophole in the tax laws, 
and we have worked hard to eliminate it, without any success. 

But you cannot justify other loopholes by pointing out the most 
serious one in the oil and gas area. The magnitude of revenue los- 
from the oil and gas provisions is enormous in comparison to the 
subsidies here. 

The Cratrman. Have you finished, Mr. Shelley 

Mr. Sueciey. Yes, Mr. Chairman. 

The Cuamman. Mr. Weichel. 

Mr. Weicuer. You made a statement about the increase of net 
worth. Tlow much was that out of the 12 lines you studied ¢ 

Mr. Kirby. I think the one line that I referred to had an increase 
of net worth of some 20 times from the time they went into the subsi 
dized operation until the end of 1949, as I recall. 

Mr. Weicuen. How many lines did you examine / 

Mr. Kirpsy. There were 12. 

Mr. Weicnet. You examined 12? 

Mr. Kirsy. And those are the only lines that are subsidized, as you 
know. 

Mr. Weicnen. And you found one was 20 times? 

Mr. Kirsy. Yes. 

Mr. Weicnen. And how many of them were lesser than 20? 
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Mr. Kinny. All of them were lesser than 20, [ just stated that the 
one that had the most growth was this particular company that had 
increased its net worth 20 times. 

Mr. Weicnen. What line was that / 

Mr. Kinny. As T recall that was the Lykes Bros. 

Mr. Weicuen. Lykes Bros. ¢ 

Mr. Kirny. Yes. 

Mr. Weicue.. Is that a subsidized line? 

Mr. Kirsy. Yes. 

Mr. Weicuen. Completely—all their operations / 

Mr. KRirey. Tam not sure. 

Mr. Weitcuen. Twas wondering. You examined it, 

Mr. Kirey. I think it is. 

Mr. Weicuen. What? 

Mr. Kirey. I think it ts. 

Mr. Weicner. How many unsubsidized lines did you examine ¢ 

Mr. Kirey. We did not examine into the unsubsidized lines. 

Mr. Weicne.. Why did you not. if you are going to come up here 
snd make a comparison and tell us what you think we ought to do 

Mr. Kisry. | was net comparing the subsidized lines with the 
unsubsidized lines. 

Mr. Weienen. Why did you not? If you are going to make a study 
with reference to taxation, who is going to pay this and why, why did 
you not examine then 4 Because you just wanted to give a lopsided 
view / 

Mr. Kinny. No. We studied only the effects of the tax subsidies 
eranted to these subsidized operators, 

Mr. Werenen. Why did you not examine the unsubsidized to see 
where they come out? Why did you not if you wanted to get a good 
picture of it! Or did you just want a half of one to support your 
views 

Mr. Kirny. No. 

Mr. Weicnet. Well, why did you not examine them ¢ 

Mr. Kirsy. | wonder if vou have before vou this House Document 
No. 2134 

Mr. Weicuen. No. T just want you to answer my question. ‘That 
sall T wanted. 

Mr. IKKirny. We did look at some other industries and compared the 
earnings of other madustries with the subsidized companies, 

Mr. Wireicren. Will vou please read the question to the ventle 
arian 

Mr. Kinny. For example, on page 16 it is indicated that the rate of 
return of net worth of the subsidized companies averaged—and this is 
before income taxes—averaged 19.8 percent compared with an average 
of about 17.4 percent realized by the nonsubsidized operators during 
the salie period, 

Mr. Wricuer. Well, how inany nonsubsidized did you examine ? 
I thought vou said Vou did not examine them. j 

Mr. KIRBY. We did not examine the nonsubsidized operators In the 
same full detail. 

Mr. Weitcuen. Why did vou not 4 

Mr. Kinny. We did not study them in the same detail as we did 
the subsidized operators. 


Osseo 
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Mr. Weicue.. I am asking you why you did not examine them just 
as fully. 

Mr. Kirsy. Well, they were looked at from an over-all point of view 
But we had to go into each of the tax returns of the subsidized con 
panies to determine very carefully what the tax benefits there wer 

Mr. Wetcuen. I heard that five times—you examined the subsidized 
3ut the unsubsidized you do not have any good reason not to, do you / 

Mr. Kirpy. As I said, we did look at the unsubsicdized operatio: 

Mr. Weicner. What kind of «a look 

Mr. Kirsy. The studies, as you undoubtedly know, were at the 1 
quest of the President, and it was really essential to look into 

Mr. Weicnen. L know, but I 

Mr. Kirsy. Essential to look into the tax subsidies accorded to the 
subsidized operators. 

Mr. Weicien.. The committee knows that. But why did you not 
make the same kind of examination’ Or you do not have a good 
answer ¢ 

Mr. Kirey. Because that was not the purpose of the study. 

Mr. Weicnuen. The purpose of the study was not to get a full picture 
of the tax position of subsidized and unsubsidized ¢ 

Mr. WKinsy. The purpose of the study was to determine the benefits 
aecorded to the subsidized operators, and therefore they were given a 
very careful and full study. 

Mr. Weicnen. Now that is a conclusion on your part—it was a 
careful study. 

Now you said you are primarily a tax man. Now if you are pri 
marily a tax man and you are trying to get an analysis with reference 
to taxes that the Government does not get from subsidized lines and 
What you might want to get from unsubsidized—you say you are pr 
marily a tax man. What does that mean 

Mr. Kirpy. That is my job. 

Mr, Weicnen. Your job. What do you mean primarily a tax man 
What is the job? LT would like to know what it is when you are com 
ing up here and telling us about taxes. Whaat is it / 

Mr. Kirsy. I am the tax legislative counsel for the Treasury 
Department. 

Mr. Wetcuen. Tax legislative counsel / 

Mr. Kirpy. Yes. We work on tax legislation. 

Mr. Weiciier. How long have you been the legislative counsel for 
the Treasury / 

Mr. Kirny. For 4 years. 

Mr. Weitcnet. For 4 years. And what did you do before that? 

Mr, Kirey. 1 worked in the Treasury Department, 

Mr. Weicnet, What did you do in there? 

Mr. Kirey. 1 was in the tax legislative counsel's oflice for a period of 
6 vears before that. 

Mr. Wericnen.. Six years. And what do they do in the counsel's 
office? What do they know about taxes? The other people are the 
ones who know, are they not? The legislative people are the ones 
who just pass on the propaganda, are they not / 

Mr. Kirey. No, we study the legislation. 

Mr. Wetcurn. The other people study. Who are the real tax 
people! Are you the real tax people in the Treasury ? 

Mr. Kirny. Yes. 
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Mr. Wetcuer. The legislative are the tax people ¢ 

Mr. Kirey. Then there are, of course, the actual field auditors that 
audit people’s returns, and those are in the Bureau of Internal Revenue. 

Mr. Wericuev. How many years did you spend auditing returns and 
learning returns and examining them and comparing them’ How 

many years did you spend at that ¢ 

Mr. Kirsy. I have not spent any time examining returns. 

Mr. Weicnen. Oh. Yours is sort of a high-toned position; you do 
not get at the bottom of the returns ¢ 

Mr. Kirsy. No; it is just a different job. 

Mr. Wricnen. Just a different job. So that you have to get your 
information from the real tax people who do the examination; is that 
it! 

Mr. Kinny. On part of the study we had—— 

Mr. Wricnen, Could vou answer my question, please / 

Mr. Kirsy. On part of the study, we had the fieid agents, the 
auditors, look into the returns of the subsidized operators, 

Mr. Weriener. Well, if vou never did any of that work yourself 
how could you understand what they were telling vou? 

Mr. Kirey. It is very easy when you know the tax laws. 

Mr. Wrichienr. So you know tax laws / 

Mr. Kirsy. And the regulations that are issued by the Department. 

Mr. Wetcrten. It is very easy. Then tell us, if it is easy, about the 
unsubsidized. Tell us about that if it is so easy. 

Mr. Kirey. The reason why we did not fully go into the nonsub 
sidized people was because that was not a part of the study that was 
requested by the President. 

Mr. Wericuen. Yes: but you only got about a half-baked study: 
just part of the tax question with reference to ships. 

Can you answer that question / 

Mr. Kirey. I did not understand that was a question. 

Mr. Wetcurn. Will you read it, please / 

(The reporter read as follows: ) 

Mr. Weicuen. Yes; but you only got about a half-baked study, just part of 
the tax question with reference to ships. 

The CrarrmMan. Read the question before that. 

(The reporter read as follows :) 

Mr. WeitcneL. It is very easy. Then tell us, if it 
<idized. Tell us about that if it is so easy. 

Mr. Kinny. The reason why we did not go fully inte the nonsubsidized people 


us because that was not a part of the study that was 
President. 


is easy, about the unsub 


requested by the 


The Ciaran. In other words, you merely complied with the 
orders that were given you as to how far your examination should 
tend ? 

Mr. Kirsy. That is right, Mr. Chairman, and that is why we limited 
our study as indicated. 

Mr. Wericuer. Then you would not say this is a full study of the 
tax question with reference to ships: is it? 

Mr. Kirsy. I think that is probably right. 

Mr. Wertcuen. Yes. 

The Cuairman. You never did make such a statement; did you ‘ 

Mr. Kirsy. No: I think that is right, Mr. Chairman. 
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Mr. Wricnuen. Now with reference to the net worth, how muel: ot 

that is inflation 7 
Mr. Kirsy. I do not know exactly how much it is. But the inf! 
tionary aspect will certainly enter in there. 

Mr. Wetcuen. How much does it enter in / 

Mr. Kirsy. I do not know. 

Mr. Weicuen.. You do not know ? 

Mr. Kinny. What inflation there was in this particular industry 

Mr. Weicien. Well, would you not think that was an important 
thing to know if you are going to tell about the subsidized lines? 1) 
you not think that would be very important ? 

Mr. Kirsy. Certainly it is an important thing to bear in mind, 

Mr. WeitcneL, Well then did vou examine these returns—with what 
vear did you start, how far back 4 

Mr. Kirpsy. I think 1938, 

Mr. Wercnenr. Then how much was the so-called unearned incre 
ment, like where those ships made the trips to the Red Sea’ Did you 
examine any of those 4 

Mr. Kirny. Yes, I think 

Mr. Wercnen. You remember those were about LO ships that had 
a depreciated value of under 35,000, and they got $400,000 a trip 4 

Mr. Kirsy. Yes. 

Mr. Weicne.. Now with reference to their net worth, did you de 
that on earning capacity or the actual physical worth? How did you 
determine this increase in net worth? Did you determine it on the 
cost of construction at the time or how did vou determine it / 

Mr. Kirpy. As U understand it, it it is an increase in the financial 
situation of the company without regard to—— 

Mr. Wetcner. How did you determine it? Was that based on the 
cost of the construction of the ship 4 

Mr. Kirny. I think it was based on the company’s own net-wort! 
statement. 

Mr. Werenen. Yes, but how much examination did you make dow 
into the background of this thing’ You are talking about conely 
sions. In other words, Tam asking vou was the net worth based o 
the cost of construction of the ships ¢ 

Mr. Kimpy. No. 

Mr. Weitcuen. Was it based—— 

Mr. Kirby. Let mie say this: I think it was taking the COMPAL > 
figures, their financial statements, and not a valuation by the Depart 
ment. We did not go back in and value their ships ourselves. 

Mr. Weienen. All right. Was it based on earning capacity of 
“4,000 ship 4 

Mr. Kirny. No. 

Mr. Weicnen. Well, how can you tell us about this tax busines 
if you did not examine the returns and look at what they are base: 
on?’ Maybe the returns are even wrong, that they wanted to Increas: 
the amount. You did not examine the returns at all, so vou do no! 
know what it 1s based on. 

Mr. Kinny. The returns of these 12 companies were examined | 
the people in the Department, and carefully examined, 

Mr. Wercner. How much of this was earned increment by the i 
creases of real-estate values, by inflation? How much is attributabl: 
to that dockside facilities 7 
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Mr. Kirsy. I do not know. 

Mr. Weitcuen. You do not know. How much was attributable just 
to the earning capacity of the ship because there was a great demand 
for ships# And they wrote it up based on earning capacity. How 
much is attributable to that, how many million dollars 4 

Mr. Kirsy. TP think there was no write-up based upon increase in 


value of the ships that they had held over that period. 












Mr. Wriciier. There was not any write-up / 

Mr. Kirpy. No. 

Mr. Weitcnen. You mean they did not 

Mr. Kinny. They did not increase the value of the vessel just by 
reason Of inflation. 

Mr. Werenen. Toam talking about earning capacity. TL did not 






And with reference 
how much is at 






talk about inflation. That was a long time ago. 
to the Inereased value because of earning Capen itv. 
tributable to that of the net worth / 

Mr. Kirsy. Nothing was increased by reason of the earning capacity 
of the particular vessel, 








Mr. Wetec. How do vou know if vou didi not examine the returhs 
and the books / 
Mr. Kinny. Well, I say, this study—I did not make the study 






myself personally, 

Mr. Werrenen. Oh, you did not make the study. Have vou got 
anybody around that made the study that could tell us something 4 

Mr. Kinny. a ry gs here 

Mr. Wetcuen. _ he is telling you and vou are telling me 4 

Mr. Kuirpy. Ther ‘re were a number of people within the De spartinent 
that worked on this study—it was a full-time job. 

Mr. Wricuen. Where are the people that worked on it 4 
the people we would like to see who know something about it. 
do not know anything about it / 

The Cuatmman. That ts also a conclusion. 

Mr. Wercuen. That is a conclusion. Tf we stay at it long enough 
we can probably get the facts to support the conclusion. 

With referen:e to the direct and indirect taxes, which kind do Vou 
favor, with reference to benefits’ In other words, do you want to 
take it out of the Treasury and hand it out or what’ You do not 
want any kind of exemptions or anything else. 

Mr. Kurny. Well, as IT indicated, the Department feels that the 
iniformiity of the tax system Is vital to a strong and fair system, and 
that giving special exemptions to particular persons or industries de 
feats that purpose. 

Mr. Weicnten. Well, that is a general book theory, 
i very nice theory, is it not / 

Mr. Kinny. No. 

Wricnri. Will you tell me where it has been applied in this 
COUNTLY 4 

Mr. Kirey. T think it is generally applied. 

Mr. Wericuen. Generally applied ¢ 

Mr. Kirny. That is correct. It is not a book theory. 

Mr. Weicuet. Will you tell us the exemptions now on it? If it is 
generally applied, that would be easy. 

Mr. WKirny. Yes. The maritime industry is one. 
that the oil and gas industry is another. Minerals, 
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is another. There are a number of areas where there is a lack 
uniformity. 

Mr. Weicnen. What industry was the last one ‘ 

Mr. Kirsy. With respect to all minerals, for example, copper, ir 
they have percentage depletion as distinguished from cost depletion. 

Mr. Wercnev. Just those two? 

Mr. Kirsy. No. And the timber industry has special provisio 
for applying the capital-gains rate to some of their earnings. 

Mr. Weicnen.. And how long have those been in existence—for sor 
years? 

Mr. Krrey. Well, the timber provision came in in 1948 as I reca! 
That was one of the reasons why President Roosevelt vetoed the 
revenue bill of 1943. 

The mineral industry has received additional percentage-depletion 
provision in recent years. These benefits were expanded, as a matte) 
of fact, in the 1951 act over the objections of the Department. 

Mr. Weicnet. Those are the two? 

Mr. Kirsy. Now the oil and gas has been in there since the middle 
twenties. 

Mr. Wericuer. Middle twenties / 

Mr. Kirsy. Yes. 

Mr. Wetcuen.. And how long have you been objecting to that and 
irving to kick it out? Since the middle twenties. That is some 30 
years. 

Mr. Kirny. No; I do not know that it went back that far. It prob- 
ably began around 1932. 

Mr. Weicuen. I misunderstood you. Well, 1932. You have been 
trying to stop that since 193274 

Mr. Kirsy. I think that would be the approximate date. 

Mr. Weitcnen. Well, that is 20 vears. 

Are there any others / 

Mr. Kirey. I am sure there are others, of less significance, of less 
magnitude than those I have mentioned. 

Mr. Weicnen. What is your idea of magnitude ? 

Mr. Kirey. Well, there are a number of capital-gain provisions 
that should not be in the code according to the Department's views. 

Mr. Weitcuen. You mean that general theory / 

Mr. Kirsy. No; not general theory. 

Mr. Wetcuext. That is a book theory you are talking about? 

Mr. Kirsy. No. 

Mr. Wetcnev. You get that in the fundamental study of taxation 
and economics, do you not ? 

Mr. Kirny. You might possibly, but I would not call it a book 
theory. 

Mr. Wetcuen,. What ? 

Mr. Kirsy. No; not general theory. 

Mr. Bonner. Will the gentleman yield 1 minute? 

Mr. Wetcnex. After I ask this question. 

Those that you mentioned, were they not for the purpose of build- 
ing up this country with reference to national defense ? 

Mr. Kirpy. No; I would not say so. 

Mr. Wetcuen. You would not say so? 

Mr. Kirny. No, 
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Mr. Weicuee. You do not need additional oil and gasoline for that ? 
You do not need the minerals for national defense? You would not 
sav so. Well, all right. 

Mr. Kirpy. Now, for example, the oil and gas continued to get their 
percentage depletion at a time when there was far too much oil. I 
mean there are perlods when there is an overabundance of it, other 
periods when it is vitally needed. 

Mr. Werenen. It was for national defense. It is needed for na- 
tional defense, is it not ? 

Mr. Kirsy. Of course oil and gas are essential. 

Mr. Weicnet. And minerals are essential to national defense ? 

Mr. Kirny. Some minerals are extremely important. 

Mr. Weicnen. And with reference to the building of shops and 
factories, that was all national defense, was it not / 

Mr. Kirey. No. As I say—— 

Mr. Wercuen. [T am talking about those IT mentioned. Were not 
they national defense / 

Mr. Kirey. These industries are important to national defense. 

Mr. Wetcue,. Important. Why, they are everything, are they 
not? You say they are important. You are talking like they were 
just a drop of water in the ocean or something. They are everything, 
are they not? If you do not have that, you do not have any defense, 
do you? 

Mr. Kirey. I say they are important to national defense. Lots of 
industries are important. 

Mr. Weicnen. Of the highest importance, are they not? 

Mr. Kirsy. Extremely important. 

Mr. Weicnuev. Next after manpower that is the highest, is it not? 

Mr. Kirey. Yes. 

Mr. Weicner. What ! 

Mr. Kirpy. Yes. 

Mr. Weicuen. Well, with reference to ships, is not that one of the 
highest importance to national defense / 

Mr. Kirsy. Yes. 

Mr. Weicuen. To haul in time of war? 

Mr. Kirey. Yes. 

Mr. Weicuev. Just like it is necessary to have material ? 

Mr. Kinny. Extremely important—vital—essential. The Depart- 
ment does not question that 1 minute. 

Mr. Weicnev. Then with reference to the aid to shipping so that 
you have private enterprise, so that there will be ships in time of war, 
why do you object to that phase with reference to private enterprise 
doing it by this method ¢ 

Mr. Kirny. The Department does net object to private enterprises 
expanding the merchant marine. It feels that it should be done 
through them. 

Mr. Wriciren. There are just two ways, either privately or by the 
Government. That is all, is it not? 

Mr. Kinny. We were speaking of—— 

Mr. Weicue.. I mean there are just two ways, are there not ? 

Mr. Kirsy. Yes; I suppose so. 

Mr. Wetcner. And maybe an intermediate, Government assisting 
private enterprise / 

Mr. Kirry. That is right. 
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Mr. Wetcuen. And that is the one vou object to 4 

Mr. Kirsy. No: not at all. The Department does not object 1 
assisting the merchant marine. The Department does not object 
the operating differential subsidies or the construction cdifferentin 
subsidies by which our Government aids the merchant marine, but w; 
object to abuse of the tax system. 

Mr. Wetcnen. I yield, Mr. Bonner. 

The Cuatrman. No further questions / 

Mr. Wetcnen. No: Lam not through. IT yield to Mr. Bonner. 

Mr. Bonner. [am most anxious to hear the testimony of Adimira 
Cochrane, and I merely want to ask the chairman when he thoug! 
we might hear Admiral Cochrane. 

The CHairman. Well, I had hoped we might have heard from the 
Admiral today, but apparently that will not be so. The bell has just 
rung 15 minutes before convening time, and apparently Mr. Kirby 
will be kept busy at least until time for adjournment of this hearing 
today. 

Mr. Suetiry. There may be some questions T will want to ask of 
Mr. Kirby tomorrow. I think it sort of puts us in a hard position to 
ask questions on the basis of his presentation to the committee when 
we were not supplied with copies of his presentation, 

The CHarrman. IT will ask Mr. Kirby to present copies to the com 
mittee this afternoon, 

Mr. Kirey. As a matter of fact, ] have a few typewritten copies. | 
did not bother to have it mimeographed. 

The Cuamman. Will vou provide the committee with enough eopie- 
for each of the members / 

Mr. Kirny. Yes. 

The Cuamman. And do that sometime before the end of the day 
so that it may be available to them. 

Mr. Kirpsy. Yes. 

The Cuarrman. And please return here tomorrow in the event chat 
after having read your statement, the members might want to question 
vou further. 

Mr. Kirny. Mr. Chairman, I believe there is scheduled a meeting of 
the Ways and Means Committee. Tam sure there is scheduled a Ways 
and Means Committee meeting tomorrow morning. Now, I am sched 
uled to be there unless they call it off. 

The Cuatmman. Well, at least supply the copies. 

Mr. Kirey. I certainly will do that. 

The Cuareman. And if further appearance on your part is needed, 
the committee will advise vou. 

Mr. Kirey. [ will be glad to be available. 

The Coamman. All right, Mr. Shelley. 

Mr. Suettey. May Lask Mr. Kirby just one question / 

The Cuamman. Mr. Weichel will have to vield. 

Mr. Suretiey. Will you yield, Mr. Weichel / 

Mr. Werenen. Yes. 

Mr. Suetiey. Is there anything in the presentation that you made 
this morning, Mr. Kirby, that is different from or not included in 
the study made by the Treasury that is included in House Document 
213 and also the correspondence in No, 17? 

Mr. Karey. I think there is really nothing that is new to it. My 
presentation was really sort of a stammmary of the study. as well a> 
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a summary of the report of the Secretary to your committee cated 
October 23 of last vear. Those two doctunents would certainly present 
in detail everything I have stated. 

Mr. Weicuen. Do you read the recommendations of the General 
Accounting Office about some changes in the tax? Do you agree with 









them 4 
Mr. Kirsy. Which recommendations do you have in miund¢ 
Mr. Weicnen. On page 4 of the document No, 17. 
Mr. IKirpy. | do not think I have fully studied their reconnnenda 


tions. 
Mr. Were HEL. Will you study them before the next time Vou come 








up! 

on Kirsy. T would be very glad to. 

Mr. Wr HEL. You being on this tax busivess. 

Mr. Kinny. Yes. 

Mr. Wéeicuen. You mentioned something about the difficulties of 
Do you mean with reference to subsidies on a tax 
I mean the subsidy through the 









administration. 
basis it is difficult of administration 4 
deferred pavinents of taxes. 

Mir. Farey. Perhaps you are referring to this statement that I 
nade: That it was difficult to determine the amount of the tax subsidy 
that is given to the operators In any one Vear. 

Mr. Wetenen. Whi is it difficult / 

fr. Korey. The reason 1] say that is that each operator's tax re 
turn for that particular vear would have to be recalculated to show 
the tax they would have paid but for the tax subsidy. So that it not 
only invelves an audit of the return, which we do anyway 

Mr. Wetcner. Are you talking about the future or the past? Are 
you talking for purposes of this stucly or talking with reference to 
















CONTINUOUS — 

Mr. Kirpy. Et is both with respect fo the past and the future. 

Mr. Wetenen. You mean that with reference to the annnal tax 
return vou cannot make head nor tail out of it to know what is being 
deferred’ Is that what vou mean / 

Mr. Kinsey. You would have to recompute their tuxes onthe asstinip 
tion that they did not have any exemption and then subtract their ae 

tl tax from that feure to determine the tax saving they have made 

~a result of the tax deferment provision. 

Mr. Wor HEL. Well, that is if you want to find ont exactly how 
inuel at is for each vear¢ 

Mr. KIRBY. That is rieht. 

Mr. Wrieren. PT mean subtraction is not too hard, is it / 

Mer. Karey. [It is not the subtraction. it is the recalculation. 

Mr. W) ICHEL, Well, the recalculation is not too much. There are 
hot too mans lines involved there. 

Mr. Kinny. No, as T say 

Mr. Weienen. Only 12. 

Mr. horny. We actually did it for the lv companies that had the 
henefits of these pros isions for the 1v years from 1938 on. 

Mr. Wercuer. Well, vou did not have anv difficulty in doing it. did 
vou? , , 

Mir. Kinny. It took time. 

Mr. Werenen. Well, T mean that is all vo 


here to work this out 4 
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Mr. Kinny. We have more important things to do. 

Mr. Weicuen. If there are only about 70 shipping companies a\ 
together, you mean the difficulty is going to be too hard to do that 

Mr. Kirsy. No, we can do it but there are other things that are mo) 
important to do than just calculate how much loss results. 

Mr. Weicue.. Tam talking about if you continue this over the ww 
subsidized lines. All you do is to check their returns like you che: 
the other returns each year, ts it not / 

Mr. Kirsy. Yes. 

Mr. Weicuen. I mean you chec ‘k the nonsubsidized just like vou cd 
the subsidized. You give them the same treatment ¢ 

Mr. Kirsy. Yes. 

Mr. Wetcue.. Is that too difficult to do for the subsidized now a) 
nually ¢ 

Mr. Kirey. It is not teo difficult for us, and we can do it, but the 
information does not get to the Congress, for example, except whe! 
you make a special study of the problem. 

The Congress did not know how much these tax subsidies were cost 
ing the American public until we had a study. a project. until we went 
in and found out what it cost during these vears. It is not like othe: 
subsidies that are granted by the Government. You know even priot 
to the end of the year in which the subsidies are given the outside cost, 
because you appropriate these funds. 

Mr. Wercren. This little part study that you made on one side of 
the subject, how does that compare with the concealed subsidies that 
the Post Office Department has to pay’ Tlow does that compare 
with reference to air? 

Mr. Kirny. I do not really know. 

Mr. Wercnuen. You do not really know ? 

Mr. Kinny. No. 

Mr. Weicuen. I mean it is a whole lot more than this, is it not / 

Mr. Kirsy. They are not the tax subsidies, they are mail subsidies. 
and they are not in my jurisdiction. 

Mr. Weicuen., That is another concealed one that the American 
taxpayer does not know anything about and cannot even find out whe) 
he tries. 

How much study have you made on that one ‘ 

Mr. Krrry. You recall the study leading up io the 1936 Mer 
chant Marine Act and the conclusions of that study were to get aw: uy 
from the indirect subsidies through the mail. And your committe: 
at that time felt it was inadvisable to have the direct mail subsidies and 
thought they were getting away from it by putting in the constructior 
differential subsidies and the operating differential subsidies. Thos 
are direct subsidies. 

In addition, this provision for tax exemption was put in, and at 
that time it was not thought that that tax exemption really meant 
anything. But in the vears between 1936 and the present time the 
tax rates have gone up so greatly that those tax exemptions far out 
weigh in importance in the e yes of the ship ping people the construc 
tion differential subsidies and the operating differential subsidies 
So that you are really back to the same type of indirect subsidy that 
bothered the Congress back in 1936. , 
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Mr. Weicnen. You said it did not mean much then. It means a 
whole lot now. That is all because of inflation / 

Mr. Kirsy. No. 

Mr. Weicuet. It is relatively the same. 

Mr. Kirsy. No, It is because of the great increase in the tax rate. 
very substantial increase. 

Mr. Weicuer. But I mean the amount with reference to inflation 
isa higher percentage. All the costs of every kind of thing has gone 
up. In proportion they are not too much different, are they? That 
comes from inflation, does it not ¢ 

Mr. Kirsy. No. The inflation really liad very little to do with 
the increase in the value of the tax exemption to the shipping opera 
iors during the vears from 1936 down to the present time. 

Mr. Wetcnev. Inflation has to do with what he has to pay out, 
does it not / 

Mr. Kirsy. When you have an exemption, say, in 1936, a possible 
exemption from a 15-percent tax, that means a saving of only 15 
cents on the dollar. But now you have a possibie exemption of SY 
cents on each dollar. 

Mr. WeICHEL. If you take oul all of the inflation, vou would hot 
have very much, yould you 4 

Mr. Kirpy. I do not think the inflation has anything to do wit! 
this problem. 

Mr. Weitcnen. It has something to do with reference to what 
physical goods you can get with the money, does it not 4 

Mr. Karey. Yes: but Iam talking about profits and taxes on net 
income, 

Mr. Weicnuen. Well, as to what vou can build a ship for, does not 
inflation have any bearing on that at all ¢ 

Mr. Kirey. It does. 

Mr. WEICHEL. You made no study with reference to what percent 
inflation entered into this? You did not do that / 

Mr. Kirey. No; I do not think it is important with respect to this 
particular problem. 

Mr. Weicnen. I mean just answer the question. You made me 
study with reefrence to inflation because you say it Was not important / 

Mr. Kirsy. No. 

Mr. Weicuen. That is all, 

The CHairnMan, Any other questions 4 

Mr. Antex. Mr. Chairman ¢ 

The Cuatmman. Mr. Allen. 

Mr. Auten. Mr. Kirby, the statement that 52 cents of the dollai 
that goes into the reserve is the Government’s money, if looked at 
from a different viewpoint. amounts to the fact that if the Govern 
ment wants the ships built it has 1S cents of private capital with this 
82 cents, instead of having to supply the full dollar as in the Marine 
operation. Is that not true / 

Mr. Kirsy. Yes: I think that is a way to look at it, 

Mr. AuLen. Whether it is cheaper for the Government to go or 
under subsidy as if does now or go under your proposal depends Oo! 
whether we need the ships or not. 

Mr. Kirpsy. Yes: I would think so. 
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Mr. Anven. It is also true, is it not, that the present system involy 
greater incentive factor to keep the successful private operators pul 
ting their funds back into their own capital for future operation / 

Mr. Kinny. Well, 1 do not know whether it is quite right to say that 
they are depositing their own funds when, except for this exemptio: 
for example, a very substantial part of the dollars that they put int 
those funds would be paid in taxes to the Federal Government. 

Compare this treatment with the airplane industry, the aviation 
companies deposit their profits which they might consider their ow 
money into construction funds for the expansion of their operations 
They can only use the net profit after the payment of Federal taxes, 
which may be, as you know, as high as S2 percent. But those taxes 
must be paid first before any amount is set aside for expansion of 
facilities in respect to all other industries. 

Mr. ALLEN. Possibly the Treasury is wrong on that one, too. 

Mr. Wetcuen.. Would you want the subsidy paid direct to labor ¢ 

Mr. Kirsy. No. Tam not suggesting anything like that at all, an 

am not recommending—— 

Mr. Weitcnen. How would you do it then? In other words, thy 
standard of living in this country for labor, and with all the labo: 
that goes into the building of ships and the operation and everything 
else, the standard is higher, and it costs more, and they have to have 
more wages. ‘That is the biggest part of the cost—the difference be 
tween American flag and foreign flag. How would you do it? Would 
you have the workmen come up here to the Treasury and yet oa 
nickel at a time? 

Mr. Kirsy. | am not talking about those construction-different ia! 
subsidies, 

Mr. Wetcnen. Well, with reference to operat ing ones / 

Mr. Kirny. Nor about the operating-differential subsidy. 

Mr. Wetcuern. Or with reference to the re pl ice or nt ones / 

Mr. Kirsy. Tam talking about the tax subsidies, the exemptions o1 
deferments that are granted to the operators for depositing fund: 
that have not gone through the tax mill. 

Mr. Wereicui I. That Is right. But that Is forthe purpose of building 
ships, ts it not 4 

Mr. Kirsy. They get the exemption if they build ships. 

Mr. Suettey. Will vou vield, Mr. Weichel 4 

Mr. Werenen. IT yield. 

Mr. Stieiney. One thought that occurred to me from your orig 
presentation was that at one point you would use the e xpression "Tax 
deferment” and at another point you would use the expression “tax 
exemption.” And you went back and forth and in some cases used di 
ferment and in some cases used exemption. So it is not clear in my 
mind as to what does apply, particularly in view of the fact that 
previous withesses on behalf of this legislation have very flatly stated 
that it does not extend any tax exemption to those who would benefit 
under the legislation, but it does institute a svstem of tax deferment 

Now. in the light of that comment by myself. may Task you at thi- 
point, What is your definition of “exemption” and how is it used by th 
Treasury Department 4 I want that specifically in the record at this 
point. Then Tam going to ask you what your definition of “defei 
ment” is and how it is used by the Treasury Department. 
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Mr. Kirny. Well, 1 think the exemption from tax, an elimination 
of the—— 

Mr. Suecptey. Of the obligation / 

Mr. Kinny. Of net income from the tax base, so that mo tax is paid 
during the current year, and there is no tax that is payable. 

Mr. Suetiey. No further liability on that / 

Mr. Kinny. No future liability. 

And tax deferment is the elimination of a tax on the net income in 
the current year but a possibility of a tax being collected upon those 
funds or substituted funds at some later stage. 

New, most of the—— 

Mr. Suetiey. May | interrupt you right there? Hlow can you 
properly use the word “elimination” in a definition of “tax deter 
ment’ T mean you start from the point you do not absolve the per 
son of their liability to the Government, you defer their meeting the 
responsibility do you not ¢ 

Mr. KKirpy. That is right. 

Mr. Suetury. The responsibility still rests upon them. Now, even 
tually they have to come to a day of reckoning and assume that obli 
gation. It is possible that at that time there may be a negotiation 
as toanelimination of a portion of it. Is that what you mean 4 

Mr. Kirey. Yes, and— 

Mr. Suetney. But at the time the deferment applies there is not 
an elimination. Is that so/ 

Mr. Kinny. There is elimination as far as that current vear is 
concerned, 

Mr. Sueiiey. You mean of collecting of the tax / 

Mr. Kir: . # That is right, exactly, And this deferment—this ulti 
mate payment of the tax liability on deposits in the capital and special 
reserve funds seems to us to be so remote that it pract ically amoults to 
eXemption, 

Mr. SHELLEY. Why ; Whi does it seem to you to be so remote ? 

Mr. Kirpy. Because if the company keeps in the shipping business it 
will not ultimately pay up all this deferred liability. 

Mr. Suetiey. That is just a conclusion upon your part. What is 
that based upon f 

Mr. Kinsey. If we assume that the shipping companies are going to 
withdraw from the shipping business at some time—if we assume 
that and assume that the Congress would not at that ~tavge, the stage 
of liquidation of the companies from this shipping business, eliminate 
this postponed liability, then we will collect the tax. That to us 
seems remote, but it may not be. 

In the (Zse of the nonsulsidized operators, the tax would be deferred 
~o long as the company continues in the shipping business and expands 
Its operat lols or retires indebtedness. 

Mr. Suevtey. Assume for a moment the legislation were enacted 
and the tax-deferment provisions as set forth now went into effect, 
Company A came in under the provisions of S. 241 and took advantage 
of the tax-deferment prin ilege. A period of 20 years elapsed, and then 
company A went out of business. What would vou say the result 
would be to the Government in dollars and cents / 

Mr. Kuirey. We should collect the tax which hac been deferred dui 
ng all that period at that time if the company las sufficient funds. 
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Mr. Sueviey. That is not spent for replacing vessels ¢ 

Mr. Kirsy. Yes. 

Mr. Suetiey. And again as modified by the depreciation allowance ; 
is that right ? 

Mr. Kirpy. Yes. 

Mr. Suetiey. And now company B comes in on the same day and 
gets the same benefits and stays in the business for 75 vears. What |- 
the result to the Government ? 

Mr. Kirsy. Assuming that the tax is deferred under section 607, we 
will not have collected the taxes that were deferred during the years 
of operation of that company. 

Mr. Sueviey. Have you lost anything during that 75 years? 

Mr. Kirey. Yes, you have lost the use of the funds represented by 
the deferred taxes. The company has gotten an interest-free loan on 
those moneys. Even if we collect, or assuming—— 

Mr. Suetiry. Has the company had the benefit of that money which 
without this law they would have paid into the Treasury of the 
United States? 

Mr. Krepy. Yes. 

Mr. Suettey. The company had the benefit of it? 

Mr. Kirny. Yes. 

Mr. Suevtey. For their company use / 

Mr. Kirpy. Yes. 

Mr. Suevtiey. In what way under the law? 

Mr. Kirsy. They have had the money actually to use in the pur- 
chase of vessels, the paving off of indebtedness, the rebuilding of 
vessels, the repair, operat ion of those vessels. 

Mr. Auten. Pardon me. Is there any fund in there for operations 
out of this deposit ? 

Mr. Suetiey. No. Construction replacement and conversion or 
repair. This tax-deferred money does not go into any operative costs. 

Mr. Kirey. I was referring to the subsidized people. They have 
a fund for the operation. 

Mr. Sueviry. That is in the present law. 

Mr. Kirsy. What ? 

Mr. Suetiey. That is in the present law. 

Mr. Kirsy. Yes. 

Mr. Suewiey. This bill does not change that at all. Do vou want 
that changed ¢ 

Mr. Kirey. Yes, that should be changed. 

Mr. Suetiey. Then what you want is retrogression insofar as Gov- 
ernment assistance to the American merehant marine is concerned 
instead of progression ? 

Mr. Kirey. So far as the use of the tax subsidies is concerned, that 
is the position of the President. 

Mr. Suetiry. In spite of the statement in title I of the Merchant 
Marine Act of 1936 that it shall be the policy of the United States to 
encourage and foster the development and expansion of the American 
merchant marine / 

Mr. Kirey. No, that is not inconsistent with that preamble. 

Mr. Suetiey. How else are we going to have an American merchant 
marine in view of the great disparity of costs between our operations 
and trying to maintain American standards and the material costs 
and wages for building alongside of foreign costs, unless the Govern- 
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ment either gives them a subsidy—and you are not criticizing the 
operating subsidy—or adopts some method such as 8S. 2414 L 

Mr. Kirsy. You have—— 

Mr. Suettey. May I complete my thought. 

i just cannot reconcile these very generous statements on the part 
of the Treasury and the Navy and others that we are all for a great 
American merchant marine, and then they come in and everything 
‘hat is proposed to advance the American merchant marine they wind 
up being against it. I have never yet seen much that they have con- 
tributed toward estab lishing it. 

Mr. Kieey. As I say, the Department does not object to the use 
of the construction differential subsidies or the operating differential 
subsidies. Now those are to take care of the very costs and ineauali- 
ties that vou mention. But we do see that the exemption or defer- 
ment or special tax treatment, special tax benefits, accorded to one 
industry can spread. It cannot be stopped. 

If the Department went along with the recommendation of the 
industry that tax deferment be granted to the maritime industry, 
when you turned to the aviation industry vou cannot say that that 
industry is unimportant to the defense of the country. And it ts 
one industry after another. 

If you want to have a strong revenue system, vou cannot hand out 
special and privileged treatment to partic ‘ular industries. 

Mr. Sueciey. Would you say that the objection you make then is 
based upon the longevity of the possible deferment period as applied 
to X Company or Y Company or any other company 4 

Mr. Kirsy. That is exactly why I sometimes used tax exemption 
when, as a matter of fact, I really mean tax deferment. But 1 _ 
that when we say tax deferment it means that just in a year or 2 or 
vears we are going to collect the deferred tax. When [ think if we 
were realistic, we could not possibly expect to collect these deferred 
taxes in the next 5. 10, or 20 years. That is why I say that I have 
used exemption and deferment rather carelessly. 

Mr. Sueveey. I might disagree with the very limited time vou 
just stated—) vears, 10 vears, for example. But IT might agree with 
you on the possibility of, say.a company that is going to be in business 
for a hundred years, and presuming, of course, that the future Con- 
vresses would not change the approach of the law—would it meet 
your objection if there was a limitation period put in there that 
at the end of 20 years or at the end of 25 years there must be a pay 
ment to the Treasury of the amounts accrued, less those amounts used 
for building vessels up to that time / 

Mr. Kirsy. Well, that would eliminate part of the objection by 
making a little more certain the payment. 

Mr. Sueuiry. It would pin down the actual application of defer 
ment, would it not 4 

Mr. Kirsy. That is right. exactly. 

Mr. Suetiry. And it would eliminate what vou say, I think, is 
a deferment theory but may eventually turn out to be an exemption 
result / 

Mr. Kirsy. That is right. 

Mr. Sueviey. Is that why you have interchanged the terms / 

Mr. Kirey. That is right. 
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Mr. Sueterey. And why vou have used both terms 4 

Mr. Kirsy. That is correct. 

The CuatrmMan. Is not the deferment limited by the number of veo 
of the life of the ship involved ¢ 

Mr. Kirsy. No, Mr. Chairman, because they can replace the ol, 
vessel with a new vessel that is purchased out of the tax deferre 
funds. And so they can just keep right on going without making 1 
for the taxes that were deferred. 

Mr. Weicnet. Well. that is the very purpose. 

Mr. Kirsy. Quite right; that is the purpose. 

The CnairmMan. In other words, they can keep the merchant taarin: 
up to date and sufficient and adequate for the needs of the country 
as required by the merchant marine policy as announced in thy 
act of 1936. 

Mr. Kirsy. Well, whether it fully accomplishes the purpose [do 
not know, but it certainly would be in the direction of encouraging 
the replacement of vessels with funds that have not been taxed. 

The Cuarrman. Well, I think that the committee will have to ad 
journ now. It isa quarter after 12. 

Mr. Totterson. Mr. Chairman, would you indudge me for not more 
than 60 seconds ¢ 

The Cuairman. All right. 

Mr. Toutrrson. IT want to get in the record an answer IT think he 
would give toa question I would like to ask. 

The Ciammnan. All right. 

Mr. Touuerson. As T understand it, you say that your Department 
wants to have a tax that is fair and uniform and that there should be 
no tax benefits to anyone. In other words, your position, as 1 under 
stand it, is that your view toward this bill or this tax deferment is no 
different than your position with respect to timber or gas and oil, 
mineral-depletion allowances, and all that sort of thing. You ar 
not treating the ship situation any differently 

Mr. Kirsy. That is exactly correct. Now if we had a different view 
on this bill, how could we have a position of objection to granting 
~pecial preferred privileges in other areas? It would be impossible. 

Mr. Toutierson. In other words, your position here is consistent 
with vour position with respect to all these other tax benefits / 

Mr. Kirny. That is right. 

Mr. Weicuen. Is that the same with reference to the amortizatior 
of defense plants in 5 vears? Is your position the same on that, too / 

Mr. Kirsy. No; the Department felt that was entirely proper. 1 
is not limited to any one industry. It is available to all industrie- 
that contribute to the war effort, and it is limited to the emergency 
period. It is not a continuing privilege and it is limited to the cost 
of the particular plant. 

Mr. Weicnen. But that is a real quick subsidy now. If we apply 
what isin this bill to all industry, would you object ¢ 

Mr. Kirsy. What is in this bill? 

Mr. Weicnen.. You said you would not object to uniformity. 
we apply it to all industry, would you object then 4 

Mr. Kirey. | think the amortization previsions are sufficient wit! 
respect to the emergency period, and they are available to all industry, 
including the merchant marine, and T think that is sufficient. 
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Mr. Wricnen If we applied the principle in this bill with reference 
ty tax deferment to all industry, do vou go along with that now’ That 
is your uniformity. 

Mr. Kinvy. No: we certainly would not go along with that. 

Mr. Weicien. Why not’ You are talking about uniformity. That 
is your basic principle, is it not 4 

Mr. Kirey. That would be uniform, but it would seriously detract 
from the revenues, of course, and at this time it is necessary to have 
them. 

Mr. Bennerr. It would also be strenethening those who were 
strongest financially, would it not, and disproportionately help those 
who are richest 4 

Mr.-Kirny. That is entirely correct, 

Mr. Weicnen. It would be uniform. You said that was your basis. 

The Cuamman. The Chair will direct the clerk to insert in the 
record at the conclusion of the statements of all of the proponents of 
the bill any statement approved and forwarded to the committee at 
least until Kriday of this week. 

Mr. Kirby, vou will please furnish the committee with copies of 
your statement, 

Mr. Kinny. I will be very glad to, Mr. Chairman. 

The Coamman. And bold yourself in readiness after tomorrow for 
a return dppearance in event itis decided that the committee will fur 
ther need vour ad ice and opinion, 

Mr. Kirsy. I will be very glad to, Mr. Chairman. 

Mr. ‘TOLLEPSON. I would like to ask him some more questions a¢ 
a later time. 

The Cnamman. T understand there will probably be a number of 
questions still to be further addressed to him. 

At the conclusion of Admiral Cochrane’s statement I hope that you 
will be available for the committee. 

Mr. Bennerr. May I make this suggestion? I think these printers 
get the work up in pretty good shape and it would be valuable to us 
if we could have the cross-examination in here. “They could just run 
off an extra copy of each one of the dummies of his statement and we 
would have the questions. 

The Cratmnman. You would not have it today. 

Mr. Bennerr. We would still have it tomorrow. 

The CrairMan. Some members may want it today. That is the 
reason T asked Mr. Kirby to supply them this afternoon. 

The committee stands adjourned until 10 o'clock tomorrow morning. 

(Whereupon, at 12:15 p. m., the committee adjourned, to reconvene 
at 10 a.m. Thursday, May &, 1952.) 
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THURSDAY, MAY 8, 1952 


Howse or Rei RESENTATIVES, 
CoMMITTeEE ON Mercuanr Marine anv FIsHertes, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:05 a.m... in the com- 
mittee room, Old House Office Building, Hon. Edward J. Hart (chair- 
man) presiding. 

Present: Representatives Hart (chairman), Bonner, Garmatz, Ben- 
nett, Shelley, Murphy, Robeson, Weichel, Tollefson, Allen, Seely- 
Brown, Mumma, and Van Pelt. 

The CnamrMan. The committee will come to order. 

Admiral Cochrane, we will be glad to hear from you. 


STATEMENT OF VICE ADM. EDWARD L. COCHRANE, ADMINIS- 
TRATOR, MARITIME ADMINISTRATION, DEPARTMENT OF COM- 
MERCE 


Admiral Cocnrane. Mr. Chairman and members of the conumitree, 
iy name is Edward L. Cochrane, vice admiral, United States Navy, 
retired, Chairman of the Federal Maritime Board and Maritime Ad- 
ininistrator. 

I would like to say here, sir, that IT am neither a lawyer nor a tax 
expert, but 1 will do the best I can to cover that part of our troubles. 

1 would like also, Mr. Chairman, to preface my statement this norn- 
ing by observing that the basic soundness of the principal laws under 
which the Federal Maritime Board and the Maritime Administration 
do their business—and I am referring particularly to the Merchant 
Marine Act of 1936 as amended and the Merchant Ships Sales Act of 
iM6 as amended—is such that we have been able so far to do what has 
been required of us without new legislation—as a matter of fact, with- 
out major amendments to these basic laws—and that we have not 
theretofore had to come too frequently at the committee’s door for 
help. 

That the merchant marine has done all that it was called upon to do, 
in my judgment, is full proof of the value of these two laws and of 
their effectiveness in promoting the American merchant marine to a 
strength adequate at least to meet the limited demands of 1950 and 
1951. 

I believe that we are far better able to handle full mobilization, 
shuld it be required, than we would have been without these laws, and 
I feel that the committee should be proud of its contribution to the 
Nation’s welfare in this area. 
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We have, however, come toa point at which the law drafted some 1 
years ago in times far different from those obtaining today does ree: 
some modification to provide for the fairly early future. 

As of 1950 and 1951 we fortunately did have reserve fleets of ship- 
we did have a reserve of trained seafaring men, both licensed 
unlicensed; and, what is equally important, we did have competes 
shipping management to operate the ships. 

I want to emphasize that it takes all three of these elements 1 
support American forces overseas and to assure that the tremendou 
segment of our national economy which depends on commercial export - 
and imports has available a stabilized transportation service which j- 
assured by a substantial percentage of American ships. 

We are proud, as a matter of fact, in Maritime of the record that 

far as IT can learn, and IT have made inquiry—during the intervs 
since the start of the Korean operation there has not been a ton «o 
oversea military cargo waiting on the piers of this country for a ship 
that we had been requested to furnish. And this has been quite 
gratifying. 

Now, Mr. Chairman, referring to the statement of which you have 
copies, T have prepared the statement with an initial, somewhat general, 
part and then a study of the sections of the bill as it is now written 

I want to say that questions do not bother me. Tf any of the men 
bers want to ask questions as the statement is being read, Tami quite 
willing, if that suits your convenience, sir. 

The bill under consideration by vour committee is entitled “A bill 
to amend the Merchant Marine Act, 1956, as amended, to further pro 
mote the development and maintenance of the American merehant 
marine, and for other purposes.” It seems appropriate to presen 
briefly a summary of how well prepared is our merchant marine to 
meet its responsibilities as an integral part of the national defens>. 
both at present and in the future. First let me say, however, that | 
am pleased to have this opportunity to appear before this committee 
which handles the legislative framework in which our maritime service 
carries on its never-ending tasks. 

The events of World War IT and those since 1950 have reemphasized 
that our strength in world affairs is only as great as our maritime 
strength. Without the means to get cargoes of both men and equip 
ment to the theater of trouble, our remonstrances to the threats of com 
inunistic aggression in every continent would have been but empty 
words and our resistance a mere gesture. There are, however, weak 
nesses In Our maritime strength—with some we are face to face today 
and others unless prompt lv corrected would lead to trouble tomorrow. 
There is no dividing line, in my view, between the commercial and 
military aspects of this problem. A healthy, well-balanced, adequate 
American merchant marine is essential to economic well-being as we'll 
as to national defense. It is quite clear that it is a “fleet in being.” 
not a paper fleet, that is the real factor in preventing war or in bringing 
it to a successful conclusion. When we have an American maritime 
industry that guarantees consistent good service to Americans in im 
porting and exporting commercial cargoes and for travel, we also 
guarantee that our military strength can be projected overseas quick]: 
in time of need. 
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Let us look over the American ships now in service and give con 
sideration to the reserve strength we have. There are at the present 
time approximately 1,963 ships in active service. More than 68s of 
those are Government-owned, broken out of the reserve fleets since 
June 1950, About 460 of these are 10-knot Liberty ships, the emer 
gency ships of 10 years ago at the start of World War IT and of a 
marginal design even of that date. Our reserve fleets have been 
stripped of the best. All of the 15-to-17-knot Victor ear go ships were 
immediately needed to serve the Military Sea Tr: ansport Service in 
the Korean effort. There are approximately 1275 privately owned 
ships in service, of which HE are tankers. These are good, relatively 
modern ships, but now averaging in the middle age of their commer 
cial lives, which, of course, is normally taken for the purposes of the 
law at about 2O years. 

As of yesterday in the reserve fleets there were some 1,582 ships. 
About 1208 of these are usable commercial types in reasonable good 
repair. Practically all of these are Libertys. Ineluded in the reserve 
feet are also 207 former naval-military auxiliary-type ships of some 


value, but many of which require considerable work before they can 


he put back into active service. This is the present level of our reser 


vor of ships. 

During the past 16 months we have had at sea the greatest merchant 
marine of any period in history short of times of actual war. The num 
her of cargo ships in the active American merchant marine was more 
than doubled in strength through the reactivation of ships. which had 
heen preserved for just such emergency use. In achieving this rec 
ord, we were forced to dig very deeply into the barrel so far as ou 
maritime resources were concerned. 

First, all the faster Victory cargo ships that were not in service as of 
July 1, 1950 were reactivated. That left for further calls only the slow 
work horses of World War [1—the Libertys with the exception of 2 
few old ships and the miscellaneous collection of naval auxiliaries to 
which T have referred. The demand for ships became so great that 
we were forced to withdraw from reserves 550 of the L | ntyvs, rehabil 
tute them and put them back in service, - 

The size of the total shipping operation becomes apparent when 
we realize that at the peak of last winter a 10.000-ton ship loaded with 
hulk coal left this country on the average every 2 hours, many of which 
were Government-owned ships. The demand has changed and for 
the present at least many of the recently activated ships will be and 
are being returned to the reserve fleets. 

We learned two things from the Korean affairs: (1) The American 
merchant marine has been able so far to accomplish everything it was 
called upon to do, and (2) it demonstrated the need for newer, larger. 
speedier ships if we are to maintain our position on the sea lanes of 
the world either in peace or ina major war. We must not become over 
confident or be lulled into a feeling of complacency in maritime mat 
ters. If this Nation isto remain in its present unsorght and dangerous 
role of leader of the free world. we need a flow of efficient and speedy 
dry-cargo ships to bolster our economic and military position, ; 

We have made a start in this direction, and Lean report some 
progress. In 7 commercial shipyards, 35 dry-cargo ships of a modern 
design are under construction. Known as the Mariner Class, the first 
of these ships will be in operation sometime this summer. These ships 
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embody the developments clearly required to keep pace with the aj 
mands of modern warfare: and, in addition, they are ships which wu 
der conditions of peaceful trade between nations will be powerful i: 
struments of commercial competition. 

But. if we rely solely on the present Mariner class as the answer 1. 
our over-all maritime needs to meet our commitments in the prese: 
state of world problems, we may well again find ourselves in the “to 
little and too late” category. 

The Mariners under construction will not—cannot—be the fu 
answer, First, we need more than 35 of them: second, there is an w 
gent and continuing need for tankers to carry the petroleum product 
needed in this country and abroad. In this particular field, privat: 
enterprise is making considerable progress toward fulfilling this need 
At present, 58 big new supertankers are on order or already unde) 
construction in this country. Some will be ships of 45,000-dead 
weight-ton capacity. There is also a great need for oceangoing or 
carriers, which will permit our country efficiently and speedily to 
import from overseas the sorely needed cargoes of metallic ores vita! 
to our industrial output, and to export bulk cargoes of coal and grain 

Lastly, there are the problems of the passenger ships. Since VJ-day 
only six such ships have been constructed in this country, three of 
which have already been taken by the Military Sea Transportation 
Service. 

The bill before the committee stems, I believe, in some measure at 
least from the report of the President’s Advisory Committee on the 
Merchant Marine submitted in November 1947—a committee incident 
ally upon which it was my privilege to serve. 

The problems apparent to the industry and to the Maritime Com 
mission at that time were presented to the advisory committee and 
were considered in its report. 

Since then a number of these problems have come into sharper focus 
and others have developed. One of the most important is the operatior 
of title V of the 1936 act, which deals with the construction-different ia! 
subsidy. Under certain circumstances, as has been recognized by this 
committee and by the Congress, this can become unworkable. On thi 
recommendations of your committee, the Congress, from June 1940 
until as late as July 1947, gave statutory recognition to the fact that 
war conditions made reliable foreign construction costs virtually un 
obtainable, and a fair and reasonable solution was afforded. That 
economic instabilities in world-wide shipbuilding, resulting from the 
aftermath of the war, linger substantially bevond the actual conflict 
is, of course, axiomatic. This is dwelt upon at some length in the 
Federal Maritime Board’s report on the construction-differential prob 
lems for the steamship Zidependence and steamship Constitution, | 
do not believe, however, that you will be interested in the details at 
this time, as a special subeommittee of your committee has been desig 
nated to examine this specific problem. 

Regarding the other sections of the act. and particularly title VI. 
changed times and circumstances have confronted us—as they did ow 
immediate predecessors—with conditions not faced by the prewar o: 
wartime agency. It has been inferred and suggested that the act 
too inflexible to meet those changed conditions and, in particular. 
those running to the question of foreign-flag competition generally. 
passenger-ship competition, the substantiality of competition, it 
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temporary disappearance, and so forth. Because of the relative new- 
ness of some of those conditions, it is obvious that no administrative 
history is available as a guide. Our immediate predecessor agency, 
for example, in respect to a determination it made in connection w ith 
aid to a passenger-ship service to South America, recognized as com 
petition that which existed at the time and which was created by 
joreign-flag freighters and an occasional foreign-flag cruise ship. By 
weight, it was admitted that the competition was small. As IT said, 
because of this ruling by the former Commission their interpretation 
of the substantiality of the competition has been questioned. But the 
former Commission's act was based on the evidence before it, and we 
see no cause after examining that record to reconsider the forme 
Commission's findings inthe matter. I do not feel that this committee 
or the Congress would state that the act prevents us from granting 
an operating subsidy to United States-flag ships on the same run, or 
that the act's coneept of competition and its substantiality is to be 
construed to the point of allowing our foreign-flag — to 
control the tvpe, size, speed, and characteristics of vessels « the 
American merchant marine. 

We have pending some similar situations on which the cases have 
not vet been submitted to the Board. What the present Board will 
determine in these cases and whether the action of the former Commis 
sion under somewhat similar conditions constitutes a precedent will, 
of course, depend on the record in each of the case shortly to be before 
us. As to the general establishment of an administrative history, we 
know of no better guide of congressional intent than to read the L956 
act asa Whole, starting with the declaration of our national maritiny 
policy as set forth in title I thereof. To meet foreign competition, in 
our judgment, it is not enough—and we do not believe that the framers 
of the act ever intended—-that American ships should be put into a 
service only after foreign lines are well established therein and on ri 
with ships that are only nearly as good as existing foreign ships 1 
that service. Manifestly, that would relegate our ships to a hopeless 
-tern chase of their competitors. 

It has been advanced that, if the foreign competitors are using only 
veneral-purpose freighters in a route, we are restricted to the same 
type and cannot use specialized ships to do the various phases of such 
a service more efficiently. For example, if the competitors use small, 
slow cargo ships, each carrying a few passengers, not more than 1Y 
cach, and some refrigerated space, we should not meet that competi 
tion with superior combination passenger-cargo ships or even straight 
passenger ships, refrigerator ships, and some large, fast dry-carge 
ships. 

As an aside, Mr. Chairman, this seems to me personally to be some 
what parallel to a situation that might obtain in railroads, wherein 
come services one could be established with the old combination train 
of a relatively few cars driven by a Diesel at the head end of one of 
them, with a little compartment for matl, and another compartment 
for baggage, and a little smoking compartment, and maybe a pus 
senger car with some baggage on the after end; in comparison with 
a modern effective railroad which has pullman trains, special chair 
car trains, combination passenger trains, normal freight trains, one 
of express, refrigerated fruit lines, cattle trains, and so on, where 
specialized service is required to meet the problem. We believe the 
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same sort of thing can be by direct analogy considered in the shipping 


business. 

In the shipping business, as it has been true in all the commercia! 
fields, the long history of success in this country is through improved 
specialized equipment, each designed for its own specialty. Shipping, 
{ am quite convinced, is no exception to that American pattern of 
<vecess, and in the shipping business there is not any doubt that it is 
drawn to good service. 

Taking the act as a whole, problems do exist and we are planning 
~pecific proposals for their disposition which, with clearance throug! 
the Bureau of the Budget, will in due time be presented to your 
committee. 

Now, Mr. Chairman, that covers the preliminary part of my pres 
entation. From there on, unless there are some general questions that 
the committee would like to address, 1 would like to braneh into 
detailed discussion of the seetions of the bill as it now stands. 

The Cnatrman, Mr. Weichel. 

Mr. BONNER. Is this a cliscussion of the bill section by section ana 
your views on it, the balance of vour statement here, Admiral? 

Admiral Cocuraner. That is correct. 

Mr. Bonner. I would like to hear it. 

The Coamman. Mr. Weichel. 

Mr. Wercue.. With reference to the mumber of ships operating 
under the American flag at the present time, how many do you say 
are chartered ships that are owned by the Government 4 

Admiral Cocurane. As of the moment— 

Mr. Weteren., Just roughly. 

Admiral Cochrane. About 600, sir. 

Mr. Wereren. 600 chartered 4 

Admiral Cocuranr. Yes. We were up to over TOO but a hundred 
of them came back in. 

Mr. Wrieres. And with reference to those that are privately owned, 
what are there, about a thousand of those outside of the tankers and 
industrial fleet 4 

Admiral Cocnrane. About 800 outside of tankers. 

Mr. Werener. And industrial fleet / 

Admiral Cocurane. That meludes the industrial fleet, sir, under 
the American flag. 

Mr. Weicuer. How much is in the industrial fleet? [To am just 
talking about privately owned cargo ships that are sort of common 
carriers, 

Admiral Cocurane. There are only a limited number of ships 1 
the industrial fleet that are not serving general cargo. Those are 
the ships of ore lines which are busily engaged in importing ore fron 
outside of the United States, 

Mr. Werenen. And those are owned by the ore companies ¢ 

Admiral Coctrranr. Yes, sir. There are a few of them. about 
seven or eight—— 

Mr. Wricuri. Where do they bring ore from—South America ¢ 

Admiral Cocuraner. Originally they were to bring and were run 
ning ore from Chile. Presently they are being augmented to piek up 
the ore in the new developments in Venezuela. 

Then there are a number of other companies that are associated 
with the big manufacturing companies that are handling their ow: 
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products but are doing general service as well. And | refer to the 
Isthmian Line particularly, or Calmar. 

Mr. Wricnen. With reference to the ore fleet, we only have seven 
or eight oceangoing boats ¢ ° 
Admiral Cocuraner. That are exclusively used for that purpose. 

Mr. Wetceurn.. T mean just that. 

Admiral Cochrane. There are a number of others being emploved 
and carrying bauxite, which are not specialized ships. 

Mr. Weternen. T was talking of the ore. With reference to these 
ore ships, are there a number of them being built abroad ¢ 

Admiral Cocrmaner. There are a good many. 

Mr. Wricuer. To haul ore to the United States. Where are they 
being built—in Eneland 4 

Admiral Cocnrane. T think all in England as of the noment, sir. 

Mr. Weecuen. T understand 16 are being built in foreign countries. 
Tiow many are being built over there for American interests / 

Admiral Cocurine. There are seven or eight. 

Mr. Wricuen. Seven or eight 4 

Admiral Cocuranr. Yes. | would like to check that. 

Mr. Weircuen. That is close enough. 

Admiral Cocurane. Some of those are for bauxite, that is, the ore 
for aluminum, and some of them are for—— 

Mr. Weicuen. Lron ore? 

Admiral Cocurane. Tron ore. That is correct. sir. 

Mr. Weicuen. Is there a need for an American-flag ore-carrying 
fleet? Is there some need for that / 

Admiral Cocuranr. In my judgment—— 

Mr. Weicuen. You sav they are being built overseas and none heineg 
built here. 

Admiral Cocuraner. Yes, sir: there are a few that are being built 
here. OF course, there are some on the Lakes for lake service. 

Mr. Weicnuen.. Tam talking about the ocean. 

Admiral Cocuraner. And there are some that have been built on 
seabord—two particularly that were built as feeders for this Venezue 
lan job. They are relatively smaller shallow-draft ships. Then there 
are some being built on seaboard that are to be moved up to the Lakes. 
But there are none being built on seaboard today for the standard 
ocean service of bulk carriers. 

Mr. Weicuen. There are some 16 new ones going into commission 
in foreign countries. 

Admiral Cocuraner. That is correct. sir. 

Mr. Weicnen. And with reference to the ocean, most of them are 
being built in England, is that not true / 

Admiral Cocurane. Yes, sir: that is true as of the moment. There 
are others in the mill which we hope will be built in this country. 

Mr. Weicnen. Are there any ships in the reserve fleet that are not 
used now that can be converted to these ore carriers for the ocean 4 

Admiral Cocuranr. There were a number of C-4 type of World 
War II ships that were quite suitable for conversion. Some of then 
have been converted in connection with the 1946 Sales Act. which 
were altered and have gone to the Lakes primarily to handle ore 
there. 

Mr. Weicnev. Are the ones vou are talking about the passengel 
ships the bill was passed for ¢ 
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Admiral Cocurane. Passenger and package freight; yes.sir. “Thu 
started to handle both, but, as of the moment, they actually are han- 
dling almost entirely ore. 

Mr. Weicuev. Are there any in the reserve fleet or on the ocean no 
that can be converted into carriers for ocean freight ? 

Admiral Cocuranr. Thre are some more of that same C-4 type that 
are presently reserved in the reserve fleet for possible naval auxiliary 
use, 

I have been in discussion with the Navy Department about that. 
They have felt that the reserves should stand for the present. | 
think it becomes a matter of relative importance. 

Mr. Weiciev. Those are C-4’s ? 

Admiral Cocurane. Yes, sir. 

Mr. Wricnen. And the Navy does not want those converted to or 
carriers now ¢ 

Admiral Cocurane. That has been their position so far. TL have not 
reviewed it in the last few months, but it was up until—— 

Mr. Weitcuen, Is not the Navy the one that urged those go up to 
the Great Lakes when the bill was passed / 

Admiral Cocurane. No, sir: the Navy was not enthusiastic about 
that either, Mr. Weichel. 

Mr. Wetcuen. Does the Navy make any use of them 4 

Admiral Cocurane. No, sir: they are being held in reserve in the 
reserve fleet and are not being used. 

Mr. Weicne.. Have they used them at all since the Korean war? 

Admiral Cocuraner. Not since the Korean war; no, sir. They have 
not been in service since the World War. They were used for a little 
while in repatriating men after the surrender of Japan and Germany 
but have not been used since that time. 

Mr. Wertcuer.. You said there was a cargo of coal going every so 
many hours. Is that the coal we are giving to England and other 
countries and we are supplying the ships? Is that the increase in 
tonnage ¢ 

Admiral Cocnranr. A good deal of that was that: yes, sir. Some 
of that coal was bought by the Europeans themselves, but a good dea! 
of it was financed by the United States. LT cannot give you the exact 
proportion of which was which. 

Mr. Weicuen. So that those are chartered ships, then. 1 mean 
these 600 chartered ships are hauling for the Marshall plan or this 
Economic Aid, 

Admiral Cocurane. When the Korean trouble first started, the 
only mechanisms we had to get these ships back into service was to 
bareboat-charter them to the various shipping companies with the 

condition that they would time-charter them to the Department of 
Defense. We got the National Shipping Authority organized, and 
from then on we put these ships in service on a general agency basis, 
where we appointed some of the shipping companies to be the genera! 
agent for operating these ships for us. That was done for our account 
and for our risk. 

We paid them only a fee, and a very modest fee, per diem fee, for 
handling each ship, and out-of-pocket expenses. The revenue from 
handling the freight came back into our account into the vessel 
operating revolving fund, which was authorized by Congress. 
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Mr. Weicuen. Did the ship operators buy any ships from the Mari- 
time Commission ¢ 

Admiral Cocuranr. The ship sales from us terminated as of the 
15th of January a year ago. 

Mr. Weitcuen. That was the war-built fleet. 

Admiral Cocurang. That is correct. 

Mr. Weicuen. But with reference to that act, that only applied to 
the 1946 bill and the war-built ships. Do you not have some au- 
thority in the 1946 act to sell ships when you build them’ Can you 
not sell them / 

Admiral Cocuranr. We can sell ships with conditions on them, but, 
of course, there has only been one cargo ship built since the war, “That 
is the Schuyler Otis Bland, and she is now on charter under the pro- 
visions of the 1936, operating in the round-the-world service. 

Mr. Wricuen. Why did you not sell them? Do not the American 
people want to buy them / 

Admiral Cocurane. She was an experimental ship. We thought 
we could have better control if we kept her on charter for a while. 

Mr. Weiciren, How long has she been on charter / 

Admiral Cocuraner. About 6 months. IT think 7 months. Since 
last summer, 

Mr. Wercuer. What is the difference between that and any other 
ship that you constructed as cargo ships, that you have to charter 
her out so long to find out whether somebody wants to buy them ¢ 

Admiral Cocnranet. This is because she had a number of experi- 
mental features in her. She was a so-called prototype vessel. 1 do 
not like that term. But she was built with special steam conditions 
in her main propelling machinery, with special cargo-handling gear. 

Mr. Weicuen. Is that the one from which you designed the 
Mariners ¢ 

Admiral Cocnraner. A lot of information out of that was incorpo- 
rated in the Mariner. We did not follow that design exactly because 
the Mariners had to be good. We could not afford to have experi- 
mental things inthem. Likewise the engines were modified somewhat 
because the machinery in the Schuyler Otis Bland requires a higher 
percentage of critical materials than IT was prepared to put into a 
program which might get into a war program. 

Mr. Weicuet. With reference to the authority of the Maritime 
Commission, under the 1946 act you cannot sell any more of the war- 
built ships you have in the laid-up fleet. You eannot sell any more 
unless that act is reopened and some authority given / 

Admiral Cocurane. That is correct. 

Mr. Weicuen. Now, outside of the 1946 act which disposed of war- 
built ships, what authority do you have to build and sell ships’ You 
have some authority about selling ships, do you not 4 

Admiral Cocnranr. We do indeed, sir. 

Mr. Wercnent. Now outside of the 1946 act, the war-built ships, 
do you not have some ships that are available for sale / 

Admiral Cochrane. Well, the—— 

Mr. Weicuen. I mean first, before we get to the Mariners, vou 
have some for sale, do vou not ¢ 

Admiral Cocrrane. As of the moment, the only ships we can sell 
are the Mariners of the new program, plus the Schuyler Otis Bland. 
The other ships that have once gone into the national defense reserve 
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fleet, there is a limitation on their further sale for use. They can he 
sold for scrap if they are determined to be of no further value by ou 
selves In agreement with the Navy Department. 

Mr. Weicnen. Does the Maritime Commission own any other ships 
outside of these 35 Mariners and the Schuyler Otis Bland? Hav 
you any other ships that you can sell that are fit for American flag 
ship operation ¢ 

Admiral Cocurane. Not as the law stands today, sir. 

Mr. Wetenen., Not as the law stands today / 

Admiral Cocnrane. That is correct. 

Mr. Wericuent. Do you have any such ships that you could sell / 
Are there any ¢ 

Admiral Cocurane. There are some of these ships of the war-built 
fleet. 

Mr. Wricnen. I do not mean that. 

Admiral Cocurane. There are none others. 

Mr. Weicuen. Let me get the categories. You have some that 
are fit for scrap. How many of those do you have laying around 
you can only sell for serap ¢ 

Admiral Cocukane. We culled them several times and recently re 
culled them in connection with the scrap shortage. 

Mr. Wricuen. How many ships do you have under the American 
flag that can only be sold for scrap’ JTlow many does the Maritime 
Commission control like that 4 

Admiral Cocurane. As of the moment, Mr. Weichel, there are no 
ships in our fleet which in my judgment we can afford to sell for scrap. 
In other words, their value as a full mobilization reserve exceeds their 
Value for scrap. 

Mr. Weictien. These ships for scrap, are they part of the reserve 
fleet of war-built ships ¢ 

Admiral Cocurane. The great preponderance is war-built ships. 
There are a few over-age ships we have held at the request of the 
Department of the Navy for possible war service—barracks, ware 
houses, such things as that. 

Mr. Wericten. That is the reserve fleet / 

Admiral Cocurane. That is correct, sir. 

Mr. Werieten. Outside of the reserve fleet, which you say there 
are none for sale for scrap, do you own any other ships that you will 
sell for scrap 4 

Admiral Cocurane. No, sir. 

Mr. Weicuen,. You do not own any others ¢ 

Admiral Cochrane. No others, sir. 

Mr. Weicnen. Then the Mariners and the Schuyler Otis Bland are 
the only ships you own 4 

Admiral Cocuranr. They are the only ships outside of the reserve 
feet. 

Mr. Weicnen. The only ships outside of the reserve fleet / 

Admiral Cocurane. That is correct, sir. 

Mr. Wetcnen. Of those in the reserve fleet. vou can sell none at all 
unless the 1946 act is reopened / 

Admiral Cocnrane. That is correct, sir. 

Mr. Weicue.. Now, there are only two acts with reference to the 
sale of ships—the 1936 act and the 1L946act. LT believe that isall. And 
the 146 act Is out. 
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Admiral Cocurane. All of whieh T am cognizant of. 

Mr. Weicnen. Under the 1936 act when vou build a ship, what ts 
your authority to sell, and at what price ‘ 

Admiral Cocnrane. If the ship is to be sold for foreign operation 
she can be sold with a floor price which is not less than the foreign 
construction costs of the vessel, or not less than 50 percent of the 
American costs. In other words, we have limits in that zone. From 
then on she has to be sold on competitive bidding. In other words, 
she is sold at the market, but with a floor of not less than the foreign 
construction costs of that vessel or 50 percent of her American cost. 

If she is to go into a domestic service, any of the service that is 
reserved only to American vessels, where it would be in competition 
with facilities that are capitalized entirely by private capital, as with 
the railroads or trucks and so on, then she cannot be sold at less than 
her American cost of construction. 

Mr. Wetcnen. You mean coastwise and intercoastal / 

Admiral Cocuranr. Yes, sir. 

Mr. Weiener. Then you can only sell for actual cost / 

Admiral Cocnrane. Not less than that. 

Mr. Weienen.. Not less than actual cost / 

Admiral Cocurane. That is correct. That is simply, as T under 
stand it, to prevent a subsidized competitor competing with a non- 
subsidized shore-side competitor. 

Mr. Weicnen. That is coast wise and intercoastal, vou mean / 

Admiral Cocnrane. That is correct. 

Mr. Weicuen. For foreign trade you can only sell at no less than 
the foreign costs of building it / 

Admiral COCHRANE. The estimated foreign costs, that is correct, 
but not less than 50 percent of the American cost. 

Mr. Weicne.. estimated foreign costs, but not less than 50 percent 
of the American cost / 

Admiral Cocnrane. That is correct, sir. 

Mr. Weicnen. That is first. Then after that vou offer it for bid ¢ 

Admiral Cocnrank. For bids, and then the high bidder that is 
competent to operate would get the ship. 

Mr. Wetcuen. Which do you do first? You have these 35 to sell 
and you got this Ofis Bland to sell. What do you do first? Do you 
put an ad in a newspaper or the Federal Register and say, “I have 
35 ships for sale. How much am I offered for each one?” Or how 
do you do it? 

Admiral Cocuranr. Since I have been here we have not actually 
performed this operation, but in my judgment we would set up the 
number we wanted to sell, and compute, first, the floor prices, which 
would be known, because there is no sense in having people bid figures 
that are Jess than a floor, at which a ship could be sold, and then 
advertise them: in newapnpee and send letters to those who might be 
interested. 

Mr. Weienen. I mean, is th: at the only way you can do it. Do vou 
have to do that first? Can vou not offer them for sale to see what 
people will give you for we 

Admiral Cocuranr. No, si 

Mr. Wetcuen. With these 36 that von have. when are vou going to 
start selling them. , 
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Admiral Cocuranr. Well, we have a price on which the Bland 
could be sold. We do not yet have a price calculated that we coul< 
sell the Mariners for. 

Mr. Weicne.. Have you not asked for offers to see whether any 
body wants to buy one 4 

Admiral Cocurane. We have had inquiries from a lot of the com 
panies for the ships. Particularly, they are very anxious to get 
hold of the Mariners for initial operation so they can see how they 
like them. And the first few ships will be put out on general agency 
contracts for the benefit of the Military Sea Transportation Service. 
Of course, that is what they were originally built for. 

Mr. Weicuet. I mean, here you have been building them for mor 
than a year and you have not done anything about selling one yet 
I was wondering when you are going to do it. You are in here asking 
for more and we have not tried to sell any that we have. 

Admiral Cocurane. There is presently no request for addition be 
fore even the Bureau of the Budget, but we-expect we will have to 
ask for them. And, of course, there are a number in the mobilization 
plan. 

Mr. Wetcuen. What I am talking about here—vou are building 
35 and have got 1 built and running around the world, and for more 
than a year this is going on and vou have not offered them for sale. 
What is the objection to offering them for sale? When are you going 
to offer them, or does not anybody want them ¢ 

Admiral Coctrranr. Oh, yes: they want them. As a matter of 
fect, I have been promised the figures from my staff by the Ist of 
July. 

Mr. Wercner. I mean the staff seems to be pretty slow. when you 
have been building for more than a vear and have not offered them 
for sale to anybody. It seems to me in over a year if anybody wants 
to buy ships and you are offering them for sale, somebody ought to 
say something whether they want to buy any or not and at what 
price. That is what I am getting at. We seem to have them but 
nobody is buying and nobody is selling and nobody is making any 
efforts. 

Admiral Coctmranr. I think there is not any question but some 
people want to buy them. The ships will be expensive, and how many 
can afford to take them, of course, will depend upon what these price: 
are, 

Mr. Wetcner. How long does it take the staff to get going! They 
are supposed to have these building more than a year and they do 
not know anything now about how they can offer for sale. 

Admiral Cocurane. Oh, yes. 

Mr. Weicrer. Whether a man is going to give two or five or six 
million, or says they cost too much. The thing seems to be too slow 
down there with this staff. There is no action. 

Admiral Cocrrane. The staff has not been without things to do. 
I assure vou of that, Mr. Weichel. 

Mr. Weicnen. Is not this an important thing to do/ 

Admiral Cocnrane. Very. 

Mr. Wetcnen. In building 36 ships, it is a most important thing to 
sell them, is it not? 
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Admiral Cociuranr. Well, the most important thing in the plan for 
which they were put together was to have them available to sup- 
port the military operations should something turn up. 

Mr. Weicnen. But we had the plan for more than a year. They 
are building more than a year. The plan ought to be put together. 

Phey ought to be sold by this time. The least they could do is to have 
offe ‘rs to see what vou could get. When are you going to co it 4 

Admiral Cociuranr. I agree with that. 

Mr. Weicuer. That seems to me to be absolutely inefficiency. They 
ure building for more than a year, and you do not know when you are 
voing to sell and when they are going to give you any information. 
It seems to me that does not make a bit of sense. They designed the 

-hip and everything else, and they are building for more than a vear, 
and vou have not offered them for sale or asked for bids on them. 

Admiral Cocuraner. I agree with you quite fully, Mr. Weichel. 

Mr. Weicuen. You mean that is the same old crowd that has been 
down there for the last 15 vears ¢ 

Admiral Cocuraner. No, si 

Mr. Wetenen. How many new ones are there in that staff on these 
ships’ It sounds like the same old stuff all the time. 

Admiral Cociranr. No, sir. As a matter of fact, Mr. Weichel, 
the senior people in practically every division, every office, in the 
Maritime are new people. 

Mr. Weicnet. What do they know? They only know what the 
fellows who have been there for years tell them, and we get the same 
old result at the top because the new man does not know any different. 

Admiral Cocurane. Well, it is not quite as bad as that. Of course, 
the whole Board was new. [Twas new. And we were confronted, when 
ve first landed there, with a pretty serious situation as to the state 
of courage and morale of the whole party. 

Mr. Weicitenr. Well, they are pushing you around with these 36 
ships, after building them for more than a year, and you do not know 
any more about it than we do up here. You have not offered them for 
sale. Nobody came in and said they would give vou two or five or 
ten million or any other amount. You have no information from the 
staff. 

Admiral Cocuranr. We have the ships which will be available to 
do what we expected them to have to do, 

Mr. Weitcner. IT know you have the ships, but nobody is buying 
them, nobody is doing anything with them. 

Admiral Cocuranr. They will be running. 

Mr. Weicuer. What? 

Admiral Cocurane. They will be running. 

Mr. SHeviey. Will the gentleman yield for a moment / 

Mr. Wetcnen. Yes. 

Admiral Cocuraner. The staff that is in this section—and we are 
not, of course, at liberty to expand our staff to suit ourselves— 

Mr. Weicnet. You are only building one type of ship. 

Admiral Cocuranr. No, sir. 

Mr. Weicuen. Thirty-five mariners. 

Admiral Cocuranr. No, si 

Mr. Wrietrn. You mean a one is a different kind of ship?’ 1 
thought it was all one class. 
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Admiral Cocuraner. That group is all alike. 

Mr. Weicuen. Yes. 

Admiral Cocuranr. They are being built in seven different yard 

Mr. Weicuen. [I understand that. 

Admiral Cocnrane. All Tam talking about, we have these bic 
passenger ships which have been absorbing full time of this @roup, 

Mr. Weicnen. What .is more important—big passenger ships o1 
cargo ships to carry in time of war? 

Admiral CocHranr. We had contracts to sell the big passenge) 
ships, which, as vou know, were challenged in the General Account 
ing Office. 

Mr. Weicuen. Where are the contracts to sell the 354° That is what 
I am interested in. You have not even got in the shape you know what 
you are going to sell them for. 

Admiral Cocnranr. We will have contracts to sell them before more 
than a few are ready for service, and those ships are already obligated 
now to go into general agency contract where they will displace other 
ships to go in the back channels. They will be employed in private 
hands. That is our objective. 

Mr. Weitcuen. But the same kind of inefficiency is going on with 
reference to the staff. Anybody privately having 35 ships under 
construction would certainly know more about that than the stad 
lias made available to vou up to this time, and that seems to be the 
trouble—the people down below, the things they push up to the people 
on the top. 

Admiral Cocuranr. | do net want you to think for one minute 
that we do not exercise some control over what the people down below 
do. It is not solely run on their initiative. 

Mr. Weicne. It sounds like it to me. With all respect to you and 
your efforts, it sounds like it with reference to these 35 ships. 

Admiral Cocurane. TI agree with you that we would like to have 
had this done sooner, but there have been many problems involved in 
vetting it done and getting information from abroad on which we 
have to work, which is one of the great troubles we have now. 

Mr. Weicurs. So the present situation about the 36 ships you have 
is nobody has made an offer on a single one, and the staff has been too 
busy thinking about the passenger ships. 

Admiral Cocurane. On the Schuyler Otis Bland we have all the 
data we would need, and T have preferred to keep it where we could 
get our hands on her because she has things about her we would like 
to be able to control. 

Mr. Wetcue.. On the 35 vou are where you were a year ago. 

Admiral Cocurane. We do want to sell them and hope we can do 
that in the very near future. The information | have now, I wil! 
have the figures the Ist of July, which will permit us to advertise. 

Mr. Weitcue.. We expect the Korean war to be over before that. 

Admiral Cocurane. Whether those ships are in private hands o1 
not will not affect their utilization if needed in the Korean war. 

Mr. Suetiny. Will the gentleman vield ¢ 

Mr. Weictren. Let me finish with another question. 

So that with reference to selling ships vou have to first find—th: 
only ones you got for sale are the 364 

Admiral Cocimane. That is correct. 

Mr. Wetcnen. And no offers on that. 
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Admiral Cocurane, Outside of the three big passenger ships. 

Mr. Wetcue.. I am talking about cargo ships. 

Admiral Cocurane. That is right. 

Mr. Wetcuer. After you build them, that is all you own, 36 ships, 
eventually, and you cannot sell them until you determine what the 
European cost is / 

Admiral Cocurane. That is correct, sir. 

Mr. Weitcuret. What efforts have you made to determine the Euro 
pean cost after a vear and a half? 

Admiral Cocuraner. That data is collected now, and I have been 
told—I have not checked personally—lI have been told within the last 
few days that most of it is in. 

Mr. Wetcue.. Most of it is in? 

Admiral Cocuraner. Most of the data from abroad is in. 

Mr. Weicuen. How do you get that data? 

Admiral Cocurane. Through our representatives who are attached 
to the embassies abroad. We have maritime representatives attached 
to the embassies, and they collect the information. And it is a very 
difficult job 

Mr. Weitcuret, What ? 

Admiral Cocurane. It isa very difficult job, because, of course, the 
foreign shipbuilders do not want to disclose their information. There 
are a number of things at the moment which are making it difficult to 
assess—inflation, devaluation of currency, inflation of price. 

Mr. Weicuent. What countries are you making these studies in to 
get the information? It seems to me you ought to have it day by day 
as you go along. 

Admiral Cocirane. We would like to have it day by day, but it has 
proved almost impossible to get it even month by month. 

Mr. Wercuet. What countries ? 

Admiral Cocurane. Great Britain. 

Mr. Weicuen. What else / 

Admiral Cocurane. Holland, Sweden, France, and Italy. 

Mr. Weicuen. Now the information you have to get is the same 
as you have for information over here. It is not a secret how much 
much they pay for help, is it, for labor? Is that a secret over there / 

Admiral Cociurane. The straight pay for labor is perhaps the easiest 
thing to determine, although even that proves not to be entirely simple 
to apply because the percentage of people at various rates—— 

Mr. Weicuen. They can find it is a dollar or two an hour, some 
thing like that, can they not? It should not be a hard thing to get. 
Everybody knows what everybody else gets paid. Pardon me. 

Admiral Cocuranr. It is difficult to find how many man-hours of 
labor it takes to get a—— 

Mr. Weicuen. These experts vou have, can they not determine 
anything at all? 

Admiral Cocuranr. Pardon ¢ 

Mr. Weicuev. I am talking about the cost of labor. It should not 
be too hard to obtain. 

Admiral Cocnrane. As I say, the hourly rate of various types of 
labor is not hard to obtain, but the percentage of people at various 
rates of pay they use in that shipyard is quite difficult to get. 


OSS80 





412 LONG-RANGE SHIPPING BILL 


Mr. Weicnen. Are not your experts able to guess anything? 

Admiral Cocuraneg. To guess ? 

Mr. Wetcnen. Yes. That is what I mean. I have not found ey: 
a good guess up to now. 

Admiral Cocuran. That is the trouble. They tried guessing an 
that did not work, and now the problem is to get data that can be 
checked. (Laughter. ) 

Mr. Weicner. What did they do before they did get it / 

Admiral Cocurane. Of course, during the war period, as I me: 
tioned a moment ago, at that time it was recognized it was practica!]) 
impossible to get information, and a fixed figure was set by the Con 
gress, Which was pretty high, 50 percent, and during the war period 
that was used. 

Mr. Weicne.. Now the labor. Is that more than 50 percent of thi 
cost of the ship? 

Admiral Cocuranr. Not in some yards. 

Mr. Weicner. Let’s say it is around 50° percent. Then comes 
material Is it a secret how much material costs / 

Admiral Cocuraner. It is not a secret, but it is extremely difficult 
to determine it, because these people— 

Mr. Weicue.. Anybody that is looking at this thing should not 
have great difficulty in getting somewhere near the cost of labor out 
of the newspapers or out of the trade journals, and materials. 

Admiral Cocuranr. Mr. Weichel, even in our own shipyards, in 
these 35 ships to which vou have referred, we got bids as of the same 
day from the shipyards of the United States—the east coast, Gulf, 
west coast—and those figures varied by over 30 percent as between the 
bids that were submitted by the various vards. 

Mr. Weicuen. Maybe some of them did not want to build any and 
put it up high then. 

Admiral Cochrane. That is not what they told me and that wa- 
not the level of argument I got when it finally came to decide who 
was to get them. There was a good deal of discussion as to who should 
get the contracts. 

Mr. Wericuen. You gave it to the lowest bidder, did you not ¢ 

Admiral Cochrane. Yes, sir, but we wanted 35 ships, and the low 
bidder could not handle that many. We also wanted to distribute 
the work around to a number of vards so that if something should 
happen we would have a number of people trained to go into build- 
ing these ships in numbers. So we « in ided we did not want to give 
more than five ships to any single yard. Actually bids were take1 
on four or five. 

Mr. Weicuen. If they knew that, it would be foolish to do any 
low bidding. 

Admiral Cocnrane. They did not know how many we were going 
to order, which we reserved quite carefully. So they knew if they 
were going to get jobs they had to be somewhere in the lower bracket 

Mr. Wricnen. In the lower bracket ? 

Admiral Cocnraner. That is right. Actually we got, I think. 
bids in the first round. We awarded to only five yards. 

Mr. Weicuev. Well, with reference to the cost of material, that is 
enough. Now what is the next major thing? There is labor and 
material. 
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Admiral Cocurane. The trouble in material turns up in the prae- 
tice in the various shipyards in this country and abroad, and even 
more between nations abroad, that some of them will manufacture 
most of the things that are needed in a ship in their own yards. There 
are one or two yards in this country that do that. Others will buy 
almost everything that can be bought outside the yard. Those figures 
come in and are usually picked up and handled as material because 
the yard itself does not supply any labor to install. So there is not a 
clear balance. You cannot set prices on what is labor and what is 
materials in their data. 

Mr. Weitener. Who are these people you have over there sitting 
around the embassies’ Just what dothey do# You got how many— 
one man in the American Embassy over in Great Britain? You got 
one in Holland and one in Sweden’ Just what do they dof Just 
one in each place / 

Admiral Cocurane. They are supposed to pick up the information 
that they can. 

Mr. Wricuer. How many do you have in England ¢ 

Admiral Cocurane. As of the moment we have one retired Navy 
captain there. 

Mr. Weicuer. Naval captain ¢ 

Admiral Cocurane. Yes, sir: retired naval captain, who was a 
-hipbuilder throughout his whole naval experience, and he has done 
quite well, 

Mr. Weicuer. Did he ever build a commercial ship? I mean he is 
familiar with all naval construction, I presume. That is who you 
have over there. I mean what does he know about commercial 
building ¢ 

Admiral Cocorane. I cannot say he ever built a commercial vessel. 

Mr. WeicHer. No experience. 

Admiral Cocuranr. He has a great deal of experience in repair of 
merchant vessels. 

Mr. Weicnuer. Where did he have that / 

Admiral Cocurane. In naval shipyards. 

Mr. Weicuri. They do not pay any attention to costs in the Navy. 
That is the first time I ever heard that. 

What I mean, in all respect, and he is a nice person and he is 
getting the information for you in Great Britain— 

Admiral Cocumane. That is right, sir. He supervises the col- 
lecting of information in Holland as well. 

Mr. Wetcner. And how many helpers does he have ¢ 

Admiral Cocirane. Iam not sure about that. T will have to get 
that for you, sir. 

Mr. Weicuer. Just roughly. 

Admiral Cocuraner. Not more than two or three. He has a very 
limited staff. 

Mr. WeicuenL. What are they—stenographers and clerks ¢ 

Admiral Cocurane, Certainly one secretary. I am not sure how 
many others. I think he has one or two technical people. 

Mr. WeicHe.. He isa retired naval captain, never built commercial 
ships, and worked for the Navy. Just how, in detail, does he go 
about getting this information for foreign costs? Just what does 
he do? 
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Admiral Cocurane. I think in most cases he has to rely on re 
quests made on the foreign shipbuilders. 

Mr. Weicuen. You mean he goes up to them and 

Admiral Cocurane. Yes, sir; beyond what he can get from tli 
technical press which, of course, he has to review. That is an im 
portant source of information but never a very reliable one. 

Then he gets information either through the commercial attache, 
who is also at the embassy and has contact with the various levels o} 
indexes of productivity, indexes of cost and so on. But we are very 
unhappy about that whole arrangement. 

Mr. Weicue.. Well, I would be, too. 

Admiral Cocnrane. It is one of the things we will discuss. 

Mr. Weicuet. I mean that has been going on now since 1936. 

Admiral Cocuranr. And has never been satisfactory. 

Mr. Wercue. | would not think it would be—that sort of thing. 

Take this nice retired admiral over there. He does not know all 
the tricks of the trade of commercial building and all that sort of 
thing. How can he digest the information and know where to look 
and what is right and what is wrong ? 

Admiral Cocurane. In my judgment he cannot. 

Mr. Wetcuen. That is what I would think. I would think you 
had better send a boy over. 

Admiral Cocuraner. That is under the system set up in the law. 

Mr. Weicue.. Does it say it has to be a retired admiral who does 
not know anything about commercial ? 

Admiral Cocuranr. Well—— 

Mr. Weicuer. Not to my recollection. 

Admiral Cocurane. I am a retired admiral myself, sir, and I have 
commercial experience. 

Mr. Weicuer. I know, but you are—— 

The Cuarrman. Mr. Weichel, it is now 11 o'clock and the House is 
due to meet at 11. The committee stands adjourned until tomor- 
row morning at 10 o’clock. 

(Whereupon, at 11 a. m., the committee adjourned, to reconvene at 


10 a.m., Friday, May 9, 1952.) 
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FRIDAY, MAY 9, 1952 


Housr or Represenrarives, 
ComMMIrrer ON Mercuant MARINE AND FISHERIES, 
Washington, D.C. 


The committee met, pursuant to recess, at 10:05 a.m. in the com- 
mittee room, Old House Office Building, Hon. Edward J. Hart (chair- 
man) presiding. 

Present : Representatives Hart (chairman), Bonner, Garmatz, Ben- 
nett, Shelley, Robeson, Tollefson, Allen, Butler, Sheehan, Mumma, 
Van Pelt, and McIntire. 

The Cuatrman. The committee will come to order, please. 

Whenever you are ready to proceed, Admiral, we will be glad to 
hear you. 


STATEMENT OF ADMIRAL EDWARD L. COCHRANE—Resumed 


Admiral Cocuraner. Mr. Chairman, we were discussing yesterday 
the general features, and I am not sure whether there are further ques- 
tions the committee wants to address on that part of it. ; 

The Cuamman. Are there questions, gentlemen, on the part of the 
-tatement read by the admiral vesterday / 

Mr. Auten. Mr. Chairman. 

The CHarrman. Mr. Allen. 

Mr. Auten. I would like to ask the admiral if he would develop a 
little further the discussion of definition of competition. 

I gained the impression, to put it in my own words, that the type 
of competition that was mentioned in the 1936 act could very well 
competition which is entirely nonexistent, a competition that might 
spring into being; and that we under the act were entitled to have a 
subsidy for a line that might at seme future time be put against foreign 
competition and should from the outset be in such position that it 
could maintain itself whether or not actual competition ever came into 
existence. 

Another thought that I had was that in a sense there is always com- 
petition, coming from the fact that, even though there might not be a 
foreign line on a route, there might be a way of going through a com- 
bination of other routes to furnish competition. 

Could you clear up that point for me, Admiral ? 

Admiral Cocurane. To refer to the first part of your question, 
Mr. Allen, it has not so far been interpreted that the act “would author- 
ize or justify the entering into an operating-differential subsidy con- 
tract for potential future competition. 
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Now, it is perfectly true that ships are like the medium in whic! 
they float, water, and that they seek their level. And, if there is 
hollow spot, water will flow into it; and, if there is a low spot in thi 
supply of shipping for a demand somewhere in the world, ships wil 
flow into it to pick up the traffic. 

So that, where there is a demand for service, it has been the ex 
perience of time that ships from somewhere will turn up to handle it. 
So that, if there is a demand for a service which we believe to be an 
essential trade route to the United States, it is reasonably assured 
that if there is actual traffic there, the ships will come in to handle it. 
But so far, because of the necessity for guarding the Public Treasury, 
and so on, I think no one in the previous history of the Maritime Com 
mission, and certainly not of the existing Federal Maritime Board, 
has felt justified in approving a subsidy contract for simply poten 
tial future competition. 

Now, the cases that have been concerning us are where there had 
been competition, and where due to circumstances of the war the pic 
ture changed, and where clearly there would be competition, and where 
there was competition in this certain broad sense that I referred to 
yesterday of service by dry-cargo vessels, freighters and general- 
utility type, and where there was assurance that ships would turn up 
again, Which some have considered should be narrowly interpreted 
simply to the fact that there were freighters there and, therefore, that 
it was freighter competition which the act envisaged as being the 
substantial or direct competition considered. 

Now, for example, in the Pacific prior to the war, at the time the act 
was written, 1936, there was very active competition from the Japa 
nese merchant marine against our own shipping. As a result of 
the war, the Japanese shipping disappeared and the Japanese passen- 
ver service has not been reestablished. 

The Canadians likewise furnished passenger service in the Pacific 
prewar that has not been reestablished. 

We have another service to the Antipodes, to Australia, to New 
Zealand, where we ourselves had passenger ships before the war 
which were taken over and assigned to troop service and which have 
not been refitted and returned to that service and where today there 
isasingle foreign-flag ship, the dorang?/, running from British Colum- 
hia down there, the ship actually being subsidized by all three nations 
served, T understand—Australia, New Zealand, and Canada. It is an 
old ship, and it is rather considered that, should a new American ship 
go into that service, competition would disappear. It clearly is a serv- 
ice which is required under the American flag. I think there is no 
question about it. It is a service of great importance due to the inter 
national diplomatic mutual interest we have with the English-speak 
ing people of the Antipodes. 

If we take another case—two other cases in the Atlantic—one a 
service to South Africa, which materially has increased in importance. 
Originally it was served directly only by such passengers as could be 
carried in freighters, a limit of 12 per ship, and still retain their 
freighter fo HE s and freighter approval. 

The old Commission required one of the lines serving that run to 
provide some rather effective, beautiful, new combination passenger 
cargo ships. When the ships went into the service, they very quic “ly 
absorbed the passenger tr aflic, so that the passenger le vel of th: at serv 
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ice, outside of what is carried in our own ships, has diminished almost 
to the disappearing point. So I say clearly the line has done what it 
was requested to do, has provided outstanding equipment, and it has 
picked up the business. 

Take another case, the service from New York to the east coast 
of South America, a service which is of the greatest importance to 
this country in developing Western Hemisphere solidarity. [t had 
been served prior to the war by foreign-flag—-European-flag, as a 
matter of fact—ships, when we went into the service with the good- 
neighbor fleet, so called, ships, especially fitted out to handle that run. 
When the war was over, the foreign competition, the passenger ships, 
had been withdrawn and have not been reestablished, and these good 
neighbor ships were put back into service. Since that has happened, 
foreign-flag competition from one of the South American companies 
has appeared in the service, but there was an interim: when it was not 
actually provided in passenger-carrying ships. 

There are a number of such cases. 

As Tsay, in our view today, in looking at the situation from an over- 
all broad point of view, it is exceedingly important in the develop- 
iment of the things which we believe are the basic objectives of the 
act—namely, to develop the foreign commerce of the United States 
and to provide this reserve for national defense purposes—that we 
-hould have those runs covered effectively by the best type of equip- 
ment for each element of the service, not with the omnibus type, which 
attempts to do everything in each one ship concerned, with the net 
result like a jack-of-all-trades not doing most of them as well as might 
be the case. 

Now the law does provide in section 602 for the evaluation of the 
indirect service to which you refer, and that, of course, is usually dif 
ficult. It is usually difficult to assess numerically or in dollars ana 
cents the actual extent of this foreign competition. 

Take this run I spoke of from the east coast to South Africa. There 
does exist foreign-flag indirect competition, and it is advertised in 
the papers—a trip trans-Atlantic to Southampton in a British ship 
and transfer there and service from England to South Africa in, 
again, a British-flag ship. It is an excellent ship. It is not quite as 
quickly as we can do it and not much more expensive. That does exist. 

In the service in the Pacific there is, of course, the indirect com- 
petition back from the east coast of Asia through the Suez, back to 
either Kurope or to the east coast of the United States. In that case, 
the costs are somewhat less and, as a matter of fact, one can move 
in soft-currency ships in that area with the advantage of devalued 
currency. 

So that there is rather explicit competition, On the other hand, it 
has been diflicult to assess just how many people were involved in it 
and to use it in the formula which, of course, has to be used in deter- 
inining the actual specific dollar value of the competition in order that 
subsidy can be worked out so that it can be properly andited and 
approved and determine the value of it. 

Does that answer the question ? 

Mr. Auuen. It does in a large part. 

Would you be of the opinion that the provision of the law would 
need modification or amendment if we wish to cover all of the desi 









418 LONG-RANGE SHIPPING BILL 


able essential trade routes, or is it sufficiently broad now that th. 
purpose could be fully accomplished ? 

Admiral Cocuranr. We have studied at some length the possi 
bilities of a change of wording of the law, Mr. Allen, and it is dif 
ficult to do that without opening up what appears to be avenues whic! 
could lead to trouble in administration. Of course, the decision: 
which are made in the Maritime Administration and by the Federa| 
Maritime Board itself, as a matter of fact, are, of course, subject to 
review. So that the work has to be such that it can be reviewed and 
can be properly defended. 

Our own feeling is that if we can get clearly the sense of the Con- 
gress as to their intent in the wording, which I believe is clear as one 
reads the act as a whole—I agree if one reads the’ individual para- 
graph very narrowly and due heed is given to all the commas—but 
when one reads the act as a whole, clearly the picture and intent is 
quite full in its meaning. But, as I say, we have to be sure we are 
not reading into it something that was not intended to be there. 

Mr. Atien. I have one other question, Admiral. I think you men- 
tioned that our merchant marine has been able to carry the supplies 
to Korea rather adequately. Could you give us our exact position 
at the outbreak of the Korean incident, particularly as to whether 
we had then moving and manned or available the ships that were 
needed at the immediate outset, and whether the experience we have 
indicates a particular, peculiar value on a going merchant marine. 

Admiral Cocuranr, Mr. Allen, there is not the slightest question 
had we not had a going merchant marine in June of 1950 that we 
could not have moved the Army for the first impact of the Communist 
invasion of South Korea. 

The first men, the first materials, were moved by ships privately 
operated that were at sea, available, fully manned and fully equipped 
at the time, and they were chartered and put into that service at once. 

They were taken from the various services—some of them, of 
course, in the contract service, some of them on berth service—and 
they were immediately taken over and chartered by the Department 
of Defense and used to meet the first impact. 

They came to Maritime at once and ships were broken out of the 
reserve fleet within the first 10-day period, and the first ships came 
out with speed and success, which I think surprised all of us. I was 
not here at the time, but I know I personally was very much surprised, 
although I had been familiar with it. But it was only because in 
addition to that we had men and we had shipping companies that 
could pick up those charters. 

The scheme at that time was to charter the ships under the pro- 
visions of public law 591, an amendment to the 7 Sales Act and 
to charter them to these private operators on a bare-boat. basis, 
with the condition that they would time-charter to the Military Se: 
Transportation Service. That picked up the next impact: and there 
were 150 ships, I believe, that were brought out under that provision. 

That still proved not to be enough, and then we kept on so we finally 
got up to a total number of ships, chartered, general agency, some- 
thing like 700 vessels all told. 

It was only because we did have existing merchant marine that 
there were ships actually in service and it was possible to meet the 
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first impact. Then, of course, it developed the roll-up which finally 
succeeded in pressing thg Chinese Communists back up to the present 
line. 

Mr. Auten. I take it then it is proper to say that the value of the 
organization, the going organization, together with the ships that 
were manned, the skills and organization aboard ship, were as neces- 
sary as the ships themselves ¢ 

Admiral Cocurane. I think there is not the slightest question of 
that, Mr. Allen. I tried to make it very clear that the ships alone 
in the reserve fleet are by no means enough. They are perfectly 
inanimate things. You got to have the seafaring personnel, both h- 
censed and unlicensed, to man them, and you have to have steam. 
ship-operating management to deal with the job from then on. It is 
not possible to organize that thing and administer it exclusively from 
Washington or any small agency, the three we have—one on the east 
coast, one on the west coast, and one on the Gulf coast. We had to 
use the competence of the shipping companies in doing that work. 

Before we got through with that job we actually had those ships 
distributed among 48 different steamship-operating companies, and 
the number of ships that were allocated to those various companies 
equaled the number that they were operating when Korea started. 

So the capacity of these companies all were expanded, so the 
total number was doubled, and in most cases each company was get- 
ting about double as many ships as they had in the beginning. In 
other words, they had as many again. 

It was all handled so smoothly that I think many people have 
gotten the impression the job was easy. As a matter of fact, it was 
not. It was done with a good deal of difficulty, and it was done with 
so much success that I think it bespeaks loudly the wisdom of the 1936 
act and the 1946 act which got those ships into the service, and then 
of the plans that have been followed since then. 

Mr. Auten. Thank you. 

The Cuamman. Any other questions of the admiral on the general 
part of his testimony ? 

Mr. Garmatz, Mr. Chairman. 

The Cuarrman. Mr. Garmatz. 

Mr. Garmatz. Admiral, on page 5 of your statement you say, the 
first paragraph: 

There is also a great need for oceangoing ore carriers, which will permit our 
country efficiently and speedily to import from overseas the sorely needed cargoes 
of metallic ores vital to our industrial output and to export bulk cargoes of coal 
and grain. 

We have heard quite a bit lately about the ore from Chile, Liberia, 
and Venezuela. Tell us something about the timing of this program to 
import these ores. 

The reason I say that. I know there is quite a bit of that coming into 
the city of Baltimore, and the port there for Bethlehem Steel Co. 
I think you also made a statement yesterday there were only approxi- 
mately seven or eight ships in that activity. 

Admiral Cocurane. Mr. Garmatz, the Bethlehem Steel Co. was 
the first of the big operators to recognize the importance of importing 
ore from outside the continental limits of the United States. and 
they have had this operation from Chile in existence for a number of 
vears, and there have been a few others. 
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Since then, and with the expenditures of our own domestic or: 
the realization of the need to develop reserves elsewhere has been mor, 
generally recognized and, of course, the prospecting has develop: 
these big deposits to which you have referred. 

A number of the companies are today concerning themselves wit! 
vetting ships, ore carriers, that can import directly the heavy iron ore. 
And that is a dense cargo, and it could be used in somewhat ditfere: 
ship from the more general type, which IT have personally felt 1 
clined to. 

The export of coal from the United States has become a very sul 
stantial operation. During this past winter it was perhaps an abnor 
mal one because the European mines, particularly, have not recovered 
their full productivity following the disruptions of the war period. | 
think to some extent it may be due to depletion or perhaps to the ex 
tension of the underground workings. 

Again Lthink that is true of the British mines. 

I understand that the veins are narrow and they do not lend them 
selves to mechanization as do the mines of this country. Certainly the 
iron-ore mines in the Ruhr area suffered seriously through depletion, 
not only of equipment but through the handling of personnel, and a 
good many men who were skilled in the handling of those mines beeanie 
no longer available after the surrender of Germany. So there has 
been a slowness in redeveloping the capacity of those mines. 

I think the mines in the eastern part of Europe, perhaps, are still 
available, but there is obviously an effort to limit what might be done 
in that field. So we have been shipping terrific volumes of coal out of 
the United States. That has been done in the main, with the norma! 
cargo ship picking up his bulk load. So while they can be loaded in 
our big eastern harbors, particularly Baltimore, Philadelphia, and 
Norfolk and to some extent in some of the southern ports, they could 
load ina matter of hours, it takes a matter of days to discharge them on 
the other end of the line, whereas a ship designed for that purpose 
could be discharged rapidly, as is done up on the Lakes. 

I have seen ships up there making a turn-around with a 6,000-tor 
load in less than 24 hours over a substantial water run, where they can 
be unloaded promptly. And we were anxious to arrive at something 
of that sort in connection with this bulk cargo that we were handling. 

Ports are equipped with grain elevators in the United States and 
grain ships can be loaded promptly, but a number of places to which 
we send them unload them by primitive methods and it takes some 
times 10 days or 2 weeks to discharge the ship. All that time the ship 
isa total loss as far as we are concerned. The only time it is of value to 
us is While it is at sea steaming from one port to another. All the time 
it is waiting in a harbor is lost time so far as operating is concerned. 

We would like to see, therefore, ships which can be used with lighter 
bulk cargoes, somewhere around 40 cubic feet per ton for export, and 
then be suitable to be loaded with dense metallic ore cargoes which 
would average somewhere around 15, 18, 20 cubie feet per ton for the 
in-bound operation. If that were possible—and there are one or two 
places inthe world where I believe that could be done—both out-bound 
and in-bound cargo could be picked up by the same bulk cargo carrier. 

Asa matter of fact, we have done it ourselves during the past winter. 
Actually our National Shipping Authority vessels have picked up 
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cargoes of coal ships that have taken grain to India, picked up cargoes 
of coal there and brought them back to England, so that the old adage 
about “carrying coals to Neweastle” is good no longer. We have been 
doing that very thing during the past winter. 

We picked up cargoes of iron ore in Africa with ships that took coal 
from the United States to the Mediterranean, and then picked up iron 
ore and transported that to England on the British request. And, of 
course, the freight was paid by them. 

So there is need for bulk carriers not oniy in supplying our wants 
here on imports, but also, in my judgment, in meeting exports. 

Mr. Garmatrz. You said yesterday there were only about seven or 
eight ships specialized in the ore movement. 

Admiral Cocuranr. Yes. Those ships are the ore-steamship com- 
panies. There are a number of colliers that have been working on the 
coast, ships that were built during the war that have been working on 
the coast moving coal, that were originally designed to move coal 
from Hampton Roads to the various coastal ports. 

Recently there was a trend swinging some of that requirement frou 
coal as fuel to oil. 

Some of those ships have been put offshore during this present year. 
They have served quite effectively, but there are only a limited number 
of them. 

Mr. Garmarz. Do you know whether there are any new ore carriers 
that have been built for American-flag ship operations ¢ 

Admiral Cocurane. There have been enly a few. As a matter of 
fact, I think I ought to say I am not conscious of any that have been 
built for operation under the American flag offshore so far. 

The Alcoa company operates Victory ships in a general-purpose 
service. They take general cargo, passenger, south-bound, and pick up 
bauxite at Trinidad and bring it back into the Gulf. That is not an 
ore carrier in my judgment. It is a normal cargo ship applied to that 
service, with something less than the maxinium efficiency. 

Both companies, several companies, are now talking of building 
abroad carriers, ore carriers, especially for that service, but they will 
not be operated under the American flag under present plans. 

The United States Steel Corp. has talked of building ships. Their 
dans, I think, have not finally erystallized. They are proposing to 
uild large ore carriers to handle this ship movement from Venezuela. 

There are several other projects where the plans have not vet finally 
crystallized, and discussion is going on as to where they should be 
built. It is my very ardent hope that the Steel Corp. will build those 
ships in the United States and operate them under the American flag. 
I think that has not yet been finally settled. 

Mr. Garmatrz. One more question, Admiral. 

Admiral, do you favor any enactment of legislation to encourage the 
conversion of reserve ships or ore carriers for American-flag opera- 
tion ¢ 

Admiral Cocuranr. IT was prepared to advocate that quite strongly, 
Mr. Garmatz, but the Navy felt they should reserve the ships of the 
type I particularly wanted to use for mobilization requirement as troop 
ships. In the light of that I withdrew the effort to get the authority 
approved. . 

Mr. Mumia. Is not the corporation building a— 
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The CHarrman. Just a minute. Will the gentleman from Mary 
land yield? 

Mr. Mumma. Pardon me? 

Mr. GArmatz. Yes. 

The Cuarrman. He has yielded. 

Mr. Mumma. Is not there an ore carrier now being built by the 
corporation in British yards? 

Admiral Cocurane. Not by the Steel Corporation. I think some are 
being built by Republic. As far as I know, the Steel Company has 
not ordered their ships yet. The Aluminum Co. is building some 
abroad. I think the Reynolds Metal Co. may be building some. 

The Cuairmman. Mr. Shelley. 

Mr. SHettey. Admiral in the light of the obstruction to the pos- 
sibility of conversion of any C-4’s to ore carriers because of the Navy 
position, would you look favorably upon the legislation to authorize 
construction of ore carriers as an addition to the American fleet under 
the Government program ? 

Admiral Cocnrane. I think so, Mr. Shelley. I believe that they are 
urgently needed in our service. But I, of course, would like to see it 
done with private capital rather than with Government capital. 

On the other hand, my own personal feeling was that during the peak 
of last winter the need for these ships in improving the efficiency 
of the operation for which I was responsible justified our spending 
money to convert some of these ships had they become available. 


Now there are a few of that type that were sold at the end of the 
Ship Sales Authority as of January a year ago, which are at sea 
today, and there has been some discussion of the possibity of converting 
them for this bulk service. I am not sure just where that stands at 


the moment. 

Mr. Suetiry. [ think you said yesterday in answer to a question 
from Mr. Weichel that the C-4’s that have been referred to in this 
general idea are not in use, have not been made use of by the Navy 
and have been stand-by since the end of World War IT. Is that 
correct ¢ 

Admiral Cocuraneg. That is correct, sir. 

Mr. SHetitey. How many C-4’s are still in stand-by in the Reserve 
Fleet? 

Admiral Cocurane. There is a total of about 25, sir. Those are not 
all equally suitable for this purpose, although they could be used. 

The Cuarrman. Any other questions of the Admiral on the particu- 
lar part of his statement that he narrated yesterday ¢ 

If not, Admiral, we will be glad to have you proceed with your 
statement. 

Admiral Cocurane. Mr. Chairman, I had planned from here on to 
address myself to the items of different sections of the bill before the 
committee, Senate 241, and if that meets with your approval—— 

The CHarrman. Yes, sir, we will be glad to have you carry out your 
plan. 

Admiral Cocnrane. The first element of the bill refers to a plan 
to extend authority for construction differential subsidy, and T refer 
to section 1,2 and 4. 





LONG-RANGE SHIPPING BILL 
CONSTRUCTION-DIFFERENTIAL SUBSIDY—-SECTIONS 1, 2 AND 4 


The bill as it passed the Senate would extend eligibility for con- 
struction-differential subsidy under title V of the 1936 act to vessels 
to be used by citizens under the United States flag in foreign trade 
without regard to existing requirements of essentiality of service. 
route, or line. 

I am not sure, Mr. Chairman, that all of the members are familiar 
with that trade-route concept. 

The CHarrMaN. I am sure they are not completely familiar with it 
because we have a number of new members on the committee. 

Admiral Cocurane. I brought with us some copies of the trade route 
study, and if it will be helpful to them, we might distribute them. 

The CHarrMan. We will be glad to have you do so. 

(The document referred to is as follows :) 


Rerort DESCRIBING ESSENTIAL UNITED STATES FOREIGN Traps Roures AND SeEkv- 
icks RecoMMENDED FoR UNTrep STATES FLAG OPERATION, WirH Maps or INpI 
VIDUAL SERVICES AND SUMMARY STATEMENT SHOWING TONS OF Dry Carco LINek 
TRAFFIC ON Facu TrApe Rove For 1938, 1947, anp 1948 


(U.S. Maritime Commission, Bureau of Government Aids, G. Hl. Helmbold, Chief } 
FOREWORD 


During the 3 years that have passed since the Commission’s May 1946 report 
on Essential Foreign Trade Routes and Services Recommended for United States 
Flag Operation was issued, changes have occurred with respect to the descrip 
tious of some of the routes and a number of the services. Accordingly, exhibit I 
of the 1946 report which described each individual route and service in some detail 
has been reviewed, and this report represents a revision of exhibit I bringing 
it up to date as of May 1, 1949, and extending its usefulness by the inclusion of 
diagram maps illustrating each service. In addition, for ready reference, there 
appear at the end of this report summary statements which show the number 
of tons of dry cargo liner traffic on each trade route during the calendar years 
1938, 1947, and 1948, and a world map showing all United States foreign trade 
routes Which have been determined by the Commission to be essential in the 
promotion, development, expansion, and maintenance of the foreign commerce 
of the United States. 

The maps, which aid in visualizing service operations within the trade routes, 
appear on the pages opposite the description of each trade route and service. 
These maps do not purport to show every port of call on the route, or the 
precise itineraries followed by vessels on each service; they merely supplement 
the descriptions which state in greater detail the special conditions pertaining 
to each route or service. 

In studying the descriptions of services it is important that the difference 
between a “trade route” and a “service” be clearly understood. Each “trade 
route” in United States foreign trade is a channel through which commerce 
of the United States flows between a specified United States coastal area and 
a specified foreign coastal area. Only tonnage moving between the specified 
areas is reported as traffic for that particular trade route regardless of whether 
vessels calling at ports within the route also have cargo on board destined 
for or originating at ports outside the confines of the route. 

A “service” is the means of providing transportation over a trade route, 
including the itinerary, sailing frequency, number, and type of vessels to be 
employed. A service may be contained entirely within a designated trade-route 
area, as on trade route No. 31 with its one service or on trade route No. 21 with 
its five services. On the other hand, 9 service may extend into other trade- 
route areas as is the case on trade route No. 5 where service No. 1 provides 
not only for calls at ports on that trade route, but also at Havre on trade 
route No, 9. 

Descriptions of subsidized services in the present report agree with descriptions 
given in the operating-differential subsidy contracts for routes covered by such 
contracts, except where minor details have been omitted in the interest of brevity 
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Where such contracts are not in foree the descriptions conform with exhibit [ 0; 
the May 1946 report or as amended by subsequent Commission action, Line oper: 
tions as conducted at present do not necessarily correspond with the servic: 
described. The status of services within each of the trade routes contained 
this revision of exhibit I is indicated by the following notations: 

“Subsidized""—signifies that service is being provided under an operat 
ing-differential contract approved by the Commission. 

“Commission recommendation of May 20, 1946°—signifies that no operat 
ing-differential contract was in effect as of May 1, 1949, and there has been no 
change in exhibit I description subsequent to May 20, 1946; where the service 
recommended has been changed by Commission action during the past thres 
\ears the word “amended” has been added. 


Exurstir [ (Revised) 


UNITED STATES POREIGN TRADE ROUTES AND SERVICES RECOMMENDED FOR 


ESSENTIAT 
UNITED STATES-FLAG OPERATION 
Trade route No, 1——United States Atlantic ports (Maine to Key West, inclusive) 
cast coast South America (Brazil, Uruguay, Argentina) 

/. Passenger and freight service (Commission recommendation of May 20, 1946) 
Itinerary.—New York—-Rio de Janeiro, Santos, Montevideo, Buenos Aires, 
Santos, Rio de Janeiro, other east coast South American ports as traffic offers 
New York; with privilege of calling at Trinidad and Barbados as way ports but 
no passengers or cargo to be transported between these points and the United 
States. 

Sailing frequency.-_—52 weekly sailings per vear. 

Number and type of ships.—Four special-type passenger freight vessels, of 
approximately 28 knots, or other suitable type. (An operating-differential sub- 


sidy has been applied for in connection with the three chartered passenger vessels 


now in operation. ) 
2. Freight service (subsidized ) 

Itinerary.—New York and other United States Atlantic ports (regular calls 
to be provided at Philadelphia, Baltimore, Hampton Roads and at South Atlantic 
ports within the Wilmington, North Carolina-Jacksonville range) to Rio de 
Janeiro, Santos, Montevideo, Buenos Aires, with calls to be arranged at other 
South American ports within the Pernatmbuco-River Plate range as traffic offers, 
loading at River Plate (including up-river ports if conditions warrant) and re 
turning via Brazilian ports to United States Atlantic ports.’ 

Sailing frequency.-48 to 60 sailings per year? 

Vumber and type of ships.—C-8- and 2 C-2-type freighters 


3. Freight service (subsidized) 

Intinerary.—United States Atlantic ports to east coast South American ports 
Within the Pernambuco-River Plate rauge, including up-river ports in the River 
Plate area.’ 

Sailing frequency.—18 to 24 sailings per year.’ 

Number and type of ships.—Your C—2-type freighters. 

Freight service (subsidized) 

[tinerary.—United States Atlantic ports to Belem (Para), other north Brazil 
ports and up-river ports on the Amazon River as traffic offers, to and including 
Bahia; returning via Belem (Para) and other ports in central and north Brazil! 
as traffic offers to United States Atlantic ports.’ 


, 
/- 


* Vessels operating on the route shall have the privilege of calling at Canadian Atlantis 
and St. Lawrence River ports en route for the loading and/or discharging of cargo and/or 
passengers to or from ports in South America within the range of the route ; provided, that 
ealls at Canadian, Atlantic and St. Lawrence River ports shall be limited to one sailing 
per month south-bound and one sailing per month north-bound and the privilege of making 
such calls shall be subject to cancellation upon 90 days’ notice by the Commission. 

* Sailings shown agree with Commission action of April 13, 1948, which approved an 
application for resumption of subsidized operations on freight services 2, 3, and 4 of trade 
route No. 1 with a total of 84 minimum and 110 maximum sailings per year. Subsequently 
the Commission reconsidered the matter and as of May 1, 1949, final disposition had not 
been made. On April 19, 1948, an application was filed by another operator on trade route 
No. 1 for 18 to 26 subsidized sailings per year on freight service 2. As of May 1, 1949, the 
total number of subsidized sailings on trade route No. 1 and with respect to freight service 


2 had not been determined. 
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Sailing frequency.— 18 to 26 sailings per year.’ 
Number and type of ships.—Four C-—1- and 1 C—2-type freighters. 


Trade Route No. 2—United States Atlantic ports (Maine to Key West, incl; 
sive )—west coast South America: (Chile, Peru, Ecuador and Pacific coast « 
Colombia ) 


1. Passenger and freight service (subsidized) 

Itinerary.—Between a port or ports in the United States, Atlantic, Maine t 
Key West, inclusive, and a port or ports on the west coast of South America, as 
far south as San Antonio or Talcahuano, Chile, with the privilege of calling a: 
ports in the Panama Canal Zone. 

Nailing frequency.—5v to 52 weekly sailings per year. 

Number and type of ships.—Six C-2-type passenger and freight vessels. 

2. Freight service (subsidized) 

Itinerary.— Between a port or ports in the United States Atlantic, Maine to 
Key West, inclusive, and a port or ports on the west coast of South America, as 
far south as San Antonio or Talcahuano, Chile, with the privilege of calling at 
ports in the Panama Canal Zone, 

Sailing frequency.—13 to 26 sailings per year. 

Number and type of ships.—¥our C-—2-type freighters. 

Freight service (special ore) (Commission recommendation of May 20, 

Itinerary.—Baltimore to Cruz Grande, Chile, and return to Baltimore. 

Sailing frequency.—72 sailings per year. 

Number and type of ships.—Eight C—5-type ore carriers. 


* Sailings shown agree with Commission action of April 13, 1948, which approved a: 
application for resumption of subsidized operations on freight services 2, 3, and 4 of trad: 
route No. 1 with a total of S4 minimum and 110 maximum sailings per year. Subsequent] 
the Commission reconsidered the matter and as of May 1, 1949, final disposition had not 
been made. On April 19, 1948, an application was filed by another operator on trade route 
No. 1 for 18 to 26 subsidized sailings per year on freight service 2. As of May 1, 1949, the 
total number of subsidized sailings on trade route No. 1 and with respect to freight servic« 
2 had not been determined. 
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Vo. 3—United States Atlantic ports (Maine to Key West, inclusive)— 


frade route 
Rast Coast Merico 


1, Passenger and freight service (Commission recommendation of May 20, 1940) 


[tinerary.—New York via Habana to Progreso and Vera Cruz: return via 
Habana to New York. 

Sailing frequencyu.— 52 weekly sailings per year. 

Number and type of ships.—TVhree special passenger and freight vessels 
) Freight service (Commission recommendation of May 20, 1940) 

Itinerery.—New York, other Atlantic ports (as trathc offers) to Progreso, 
Puerto Mexico, and Tampico, other east coast Mexico ports as trathe offers, return 
to United States North Atlantic. 

Nailing frequency. —26 fortnightly sailings per year. 

Number and type of ships.—Two C-1—-A-type freighters 

(Note.—An application for resumption of subsidized operations on services 1 
ind 2 is under consideration by the Commission. ) 


lrade Route No, 4—-United States Atlantic ports (Maine to Key West, inelu- 
sive)—Caribbean ports (Commission recommendation of May 20, 1946) 

The Caribbean is served by a variety of steamship services many of which 
touch at the same ports en route but most of which ultimiately end at different 
Caribbean termini. Caribbean liner services generally are operated as a part or 
in conjunction with industrial operations. To a great extent these services are 
dependent upon crop conditions and other variable factors so that they do not 
remain constant year after vear as to the ships employed, the frequency of sail- 
ings or even as to the route followed, In view of these circumstances it is con- 
sidered impractical to attempt to specify ships and schedules for such services, 


Trade route No. 5—United States North Atlantic ports (Maine to Cape Hatteras, 
inclusirve)—United Ningdom and Ircland 


i. Passenger and freight service (subsidized ) 

Itinerary. Between New York and a port or ports in Ireland and Enelish 
Channel port or ports in the United Kingdom and France. 

Sailing frequency.—Steamship America—l4 to 17 sailings per year. 

Number and tupe of ships.—Construction of a new passenger Vessel (type 
P?-6-S4-DS1) has been authorized; upon delivery, about 1952, it is expected to 
waintain a schedule of 21 to 25 sailings per year 
> Freight service (New York to London) subsidized 

Itinerary—sailing frequency—nuniber and type of ships Note Originally, 
the subsidy requirement for the New York to London pussenger-freicght service 
was the operation of four C-3-type combination passenger-ftreight) vessels on 
oO) to 52 sailings per year. In connection with the contract signed May 3, 149, 
in which the subsidized operator on this route agreed to purchase a P-G-S4-DS1 
[ype passenger vessel for operation on service 1 of trade route 5, it was agreed 
that C-2-type cargo vessels would meet the requirements of the New York to 
London service. Details of operation for the revised New York to London freight 
service are now under consideration. 

». Freight service (subsidized) 

Itinerary.—Between United States Atlantic ports north of Cape Hatteras and 
west coast of United Kingdom and Irish ports. 

Sailing frequency.—50 to 52 sailings per year. 

Vumber and tupe of ships.—Eight C-2-type freighters. 
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Trade route No. 6—United States North Atlantic ports (Maine to Cape Hatter 
inclusive)—Scandinavian and Baltic ports 


I. Passenger and freight service (Commission recommendation of May 20, 194: 

Itinerary. New York to Oslo, Géteborg, Copenhagen, Riga, or other eas 
Baltie ports, Gydnia, Copenhagen, Géteborg, and return to New York. 

Nailing frequency.— 20 to 26 fortnightly sailings per year. 

Number and type of ships.—Three special passenger-freight vessels of 10 to 2 
knots. 

2. Freight service (subsidized) 

/tinerary.— Between United States North Atlantic ports (Maine to Cape Hat 
teras, inclusive) and Scandinavian ports and/or ports in the Baltic Sea; vessels 
operating on the route shall have the privilege of calling at Halifax, Nova Scotia 
St. John, New Brunswick; Murmansk: Archangel; Iceland: and Greenland. 

Sailing frequency.—As to 52 weekly sailings per vear. 

Number and type of ships.—Four C-3 and four VC—2-type freighters, 


Trade route No. 7—United States North Atlantic ports (Maine to Cape Hattera 
inclusive)—German North Sea ports 


Il. Passenger and freight service (Commission recommendation of May 2 
1940; amended) 

Itinerary.—New York to Hamburg or other German North Sea ports and retur 
to New York. 

Sailing frequency.—-26 fortnightly sailings per year. 

Vumber and type of ships.—Not specified. 

2. Freight service (subsidized) 

Itincrary.—Between New York and Havre, France, and a port or ports it 
Germany on the North Sea within the range between the northern border of the 
Netherlands and the western entrance to the Kiel Canal, with the privilege otf 
ealling at Boston, Mass., outward and homeward. 

Sailing frequency.— 50 to 52 sailings per year. 

Number and type of ships.—Six C—2-type freighters. 


Trade route No. 8—United States North Atlantic Ports (Maine to Cape Hatteras 
inclusive)—Belgium and Netherlands 


1. Passenger and freight service (Commission recommendation of May 20 
1946; amended) 

Itinerary.—New York to Rotterdam and Antwerp, returning to New York via 
Boston as traffic offers. 

Sailing frequency.—52 weekly sailings per year 

Number and type of ships.——Not specified. 
2, Freight service (Commission reconmendation of May 20, 1946; amended) 

Itincrary.— United States North Atlantic ports (nerth of Cape Hatteras) to 
Antwerp and Rotterdam and return to United States North Atlantic ports. 

Sailing frequency.—h2 weekly sailings per year. 

Number and type of ships.—Not specified. 

(NoreE.-An operating differential subsidy has been applied for by one com 
pany for operations on service 1 and by another company for operations on ser) 


ice 2.) 


Trade route No, 9—t nited States North Atlantic ports (Maine to Cape Hatteras, 
inclusive)—Atlantic France and northern Spain (French-Belgian border sout 
to northern border of Portugal) 


1. Passenger and freight service (subsidized) 

Itincrary—Havre to be served in conjunction with service No. 1 on trad 
route No. 5. 

2, Freight service (subsidized) 

Ttinerary.—VLetween United States Atlantic ports north of Cape Hatteras am 
east coast of United Kingdom ports and Freneh Atlantic and North Atlanti: 
Spanish ports north of the northern border of Portugal and German ports on thy 
North Sea within the range between the northern border of the Netherlands and 
the western entrance of the Kiel Canal. 

Sailing frequency. to 52 sailings per year. 

Vumber and tupe of ships.—Seven C-2-type freizhters 
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LONG-RANGE SHIPPING BILL 437 


Trade route No, 10.—United States North Atlantic ports (Maine to Cape Hat- 
teras, inclusive)—Mediterranean Seca, Black Sea, Portugal, Spain (south of 
Portugal), Atlantic Morocco (Casablanca to Tangier) 


1, Passenger and freight service (subsidized) 

Itinerary.—Between United States North Atlantic ports (Maine to and inelud- 
ing Hampton Roads, Va.) and French Mediterrannean ports, ports on the west 
coast of Italy, Egypt, Palestine, Israel, Syria, Lebanon, and Greece, with the 
privilege of calling at the Azores, ports in Portugal, Spanish Atlantic ports south 
of Portugal, Spanish Mediterranean ports, Gibraltar, and the Balearic Islands. 

Sailing frequency.—24 to 26 sailings per year. 


Vumber and type of ships.—Four C-—3-type passenger-freight vesse! 


» Passenger and freight service (subsidized) 

Itinerary.—Between New York and Naples, Genoa, with privilege of calling 
at Boston, Marseille, or other ports as may be mutually agreed to when new 
passenger vessels are introduced into the service. 

Sailing frequency.—26 to 30 sailings per year. 

Number and tupe of ships.——Two special type passenger-freight vessels 22). 
knots, now building, will replace the P-2 combination vessel presently assigned 
to this service. 

) Freight service (subsidized) 

Itinerary.—Between United States North Atlantic ports (Maine to and inelud- 
ng Hampton Roads, Va.) and ports in north Africa from Casablanca to the 
western boundary of Egypt, with the privilege of calling at ports in Portugal, 
Spanish Atlantic ports seuth of Portugal, Spanish Mediterranean ports, Adri- 
atie ports, and Sicily. 

Sailing frequency. 22 sailings per year, minimum. 

Number and tupe of ships.—Four C-2-type freighters 
). Freight service (subsidized) 

Ttinerary.— Between United States North Atlantic ports (Maine to and inelud- 
ing Hampton Roads, Va.) and ports on the west coast of Italy, and in Mediter- 
ranean France, with the privilege of calling at ports in Portugal, Spanish Atlantic 
ports south of Portugal, Spanish Mediterranean ports, Adriatic ports, and Sicily. 

Sailing frequency.— 22 sailings per year, minimum 

Vumber and type of ships.—Four C-3-type freighters 
). Freight service (subsidized) 

Itinerary.—Between United States North Athintic ports (Maine to and includ 
ing Hampton Roads, Va.) and ports in Turkey and the Black Sea, and in the 
eastern Mediterranean Sea (from the northern entrance of the Suez Canal to 
and including Greece), with the privilege of calling at ports in Portugal, Spanish 
Atlantic ports south of Portugal, Spanish Mediterranean ports, Adriatic ports, 
and Sicily. 

Sailing frequency.—22 sailings per year, minimum 

Vumber and type of ships—Four C-3-ty pe freighters 
a 


‘A combined maximum of 104 sailings per year is provided for ser 
trade route 10 and service 1 of trade route 18 
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LONG-RANGE SHIPPING BILL 439 


Trade route No. 11—United States South Atlantic ports (Hampton Roads to Key 
West, inclusive)—-l nited Kingdom and Ireland, continental Europe north of 
Spanish border (including Scandinavian and Baltic ports except as to cargo 
to and from Hampton Roads) 


i. Freight service A (west coast United Kingdom and continent) (Commission 
recommendation of May 20, 1946; amended) 

[tinerary.—Fernandina, Jacksonville (Brunswick, as traffic offers), Savannah, 
Charleston (Wilmington, N. C., as traffic offers) and Hampton Roads to Liver 
pool, Manchester (calls also to be arranged at Glasgow and at Avonmouth as 
traftic offers), Bremen, Hamburg (calls also to be arranged at Baltie ports as 
traffic offers, except as to cargo to and from Hampton Roads), returning via 
Antwerp or Rotterdam if traffic offers to South Atlantic ports. 

Sailing frequency.—24 semimonthly sailings per year. 

Number and type of ships.—Four C-1—b-type freighters. 


Freight service B (east coast United Kingdom and continent) (Commission 

recommendation of May 20, 1946; amended) 

Itinerary.—Fernandina, Jacksonville (Brunswick, as traftic offers), Savannah, 
Charleston (Wilmington, N. C., as traffic offers) and Hampton Roads—London, 
Bremen, Hamburg (calis to be arranged at Baltic ports as tratlic offers, except as 
to cargo to and from Hampton Roads), Antwerp, Rotterdam—return to South 
Atlantic ports. 

Sailing frequency.—12 monthly sailings per year. 

Vumber and tupe of ships—-Two C-1-—B-type freighters. 


(Note.—An operating differential subsidy has been applied for with respect 
services 1 and 2.) 


Trade route No, 12—United States Atlantic ports (Maine to Key West, inclus 
ive)—Far East (Philippine Islands, Manchuria, Korea, China, Japan, U.S.S.R 
in Asia, French Indochina, Formosa and Siam) 


l. Freight service’ (ommission recommendation of May 20, 1946) 

Itinerary.—New York with calls at Philadelphia, Baltimore, and Hampton 
Roads as traffic offers via Panama Canal, Honolulu to Yokohama, Osaka, Kobe, 
Shanghai, Hong Kong, Manila, and return via same route to United States Atlan 
tic ports. 

Sailing frequency.— 26 fortnightly sailings per year. 

Number and type of ships.—Seven C—3-type freighters. 

2. Freight service (subsidized) 

Itinerary.— Between United States Atlantic ports via Panama Canal and ports 
in Philippine Islands, Hong Kong, China, and Japan, with the privilege of calling 
ata port or ports in Hawaii, Korea, Formosa, Siam, Manchuria. lussia in Asia, 
French Indochina, and North Atlantic Canadian ports. 

Sailing frequency.—24 to 26 sailings per year (with a minimum of 12 of such 
sailings to include calls at Japan, and a minimum of 12 of such sailings to 
include calls at the Philippines). 

Number and tupe of ships.—Nine C-2-type freighters. 

—_—_——" 


To be coordinated with round-the world service out of New York to provide weekly 
sailings. 
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442 LONG-RANGE SHIPPING BILL 


Trade route No. 13-—-United States South Atlantic and Gulf ports (Cape H 
teras to Texas, inclusive)--Mediterrancan Sea, Black Sea, Atlantie Spe 
Portugal, Atlantic Moroeco (Casablanca-Tangiers, inclusive) 

1. Freight service (subsidized) 

Itinerary.— Between a United States Gulf port or ports and a port or port- 
Spain and/or Portugal and/or the Mediterranean and/or the Black Sea, 
the privilege of calling as Casablanca, Spanish Morocco, and at ports in t! 
United States South Atlantic, south of Norfolk, and at ports in the West Ind 
and Mexico. 

Sailing frequency.—24 to 48 sailings per year. 

Vumber and type of ships.—Five C-2 and three C-1—L-type freighters. 


Trade route No. 14—United States Atlantic and Gulf ports (Maine to Te. 
inclusive )—icest coast of Africa from southern border of French Morocco 
Cape Frio including Madcira, Canary, Cape Verde, and other islands adjac 
to the west African coast) 


1. Freight service (Atlantic)—( subsidized) 

Itinerary. Between United States Atlantic ports (Vortland, Maine, to Key 
West, Fla.) and ports on the west coast of Africa from the southern border o! 
French Morocco to Cape Frio, including the Madeiras, the Canaries, the Cay 
Verde Islands, and other islands adjacent to the west African coast, with th: 
privilege of calling at the Azores and home-bound only at Canadian Atlanti: 
and St. Lawrence River ports. 

Sailing frequency.—18 to 26 sailings per year. 

Number and type of vessels.—Five C-2 type freighters. 

2. Freight service (Gulf )— (subsidized) 

Itinerary.—Between United States Gulf ports and perts on the west coast of 
Africa (from the southern border of French Morocco to Cape Frio, including 
Madeira, Canary, Cape Verde and other islands adjacent to the west Africa 
coast) with the privilege of calling at St. Thomas and at North Brazilian ports 
(Para-Pernambuco range) out-bound. 

Sailing frequency.—10 to 12 sailings per year. 

Number and type of ships.—Three C-1-type freighters. 


Trade route No, 15A—-United States Atlantic ports (Maine to Key West, inclu 
sive)—South and East African ports (Cape Frio to Cape Guardafui) and 
Madagascar 


Freight service (subsidized) 

Itinerary. Between United States Atlantic ports (Portland, Maine, to Key 
West, Fla.) and ports on the southwest, south, and east coast of Africa from 
Cape Frio to Cape Guardafui, including the islands in the Indian Ocean (Reunion 
Mauritius, the Seychelles, and Madagascar), and the islands of Ascension and 
St. Helena, with the privilege of calling at Trinidad and Cape Verde Islands 
(but not for cargo or passengers between Trinidad, Cape Verde Islands, and 
United States ports), and with the privilege of calling home-bound only at 
Canadian Atlantic and St. Lawrence River ports. 

Sailing frequency.—Fifty-two to seventy-two sailings per year divided equal), 
between two subsidized operators on the route, each of whom is permitted to 
make up to 16 additional sailings per year without subsidy. 

Number and type of ships.—Nine C-2- and 12 C-3-type freighters (two con 
bination passenger-freight-type vessels are being fitted for this service). 


Trade route No. 15B—-United States Gulf ports (Key West to Mexican border) 
South and East African ports (Cape Frio to Cape Guardafui) and Madagasca) 


Freight service —(Commission recommendation of May 20, 1946)2 

Itinerary.—New Orleans and Sabine River ports (calls to be arranged at othe 
Gulf ports as traffic offers) to ports in the Capetown-Beira range, with the privi 
lege of calling at ports north of Beira to and including Cape Guardafui in Italian 
Somali and ports on the islands of Ascension, St. Helena, Madagasear, Mauri 
tius, and Reunion, and ports in southwest Africa in the range from Cape Fri: 


‘An operating differential subsidy has been applied for with respect to this service. 
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south to Capetown, as traffic offers; return over the same route or via another 
route subject to approval by the Maritime Commission. (Vessels have privilege 
of calling at Puerto Rico to load or discharge cargo moving between Puerto Rico 
and south and east Africa.) 

Sailing frequency.—Twelve monthly sailings per year. 

Number and type of ships.—Four C-2-type freighters. 


Trade route No. 16—United States Atlantic and Gulf ports (Maine to Texas, 
inclusive )—Australia, New Zealand, New Guinea, and South Sea Islands 


I. Freight service (subsidized) 

Itinerary.—Between United States Atlantie and Gulf ports and ports in Aus- 
tralia via the Panama Canal with the privilege of calling at ports in New Zealand 
and/or Tasmania, and with the further privilege of calling at Caribbean ports, 
North Atlantic Canadian ports, and other foreign ports en route for the loading 
and/or discharging of cargo to or from ports in Australia, New Zealand, and 
Tasmania. 

Sailing frequency.—Kighteen to twenty sailings per vear (a minimum of eight 
of such sailings are to be made from United States Gulf ports, either directly 
or in conjunction with United States Atlantic ports). 

Number and type of ships.—Six C-—2-type freighters. 

2. Freight service (Commission recommendation of May 20, 1946) 

Itinerary.—United States Atlantic and Gulf ports te Auckland, Wellington, 
Lyttleton, Dunedin, with the privilege of returning via Australasian ports or 
calling at Chile for nitrates. 

Sailing frequency.—Six sailings per vear, of which not less than three sailings 
are to be made from United States Gulf ports directly or in conjunction with 
United States Atlantic ports. 

Number and type of ships.—Two C—2-type freighters. 


Trade route No, 17—United States Atlantic and Gulf ports (Maine to Tevras, 
inclusive) Straits Settlements and Netherlands East Indies 


1. Freight service C-1 (Commission recommendation of May 20, 1946) 

Ttincrary.—New York (other Atlantic ports as traffic offers) via Panama Canal, 
Los Angeles, San Francisco to Manila, Hong Kong, Soerabaja, Batavia, Singa- 
pore, Belawan, and return to United States Atlantic ports via Suez Canal; 
privilege of calling at French Indochina and Siam as traffie offers. 

Sailing frequency.—Every 4 weeks (18 sailings per year). 

Number and type of ships.—four C-—3- type freighters 
2. Freight service C-2 (Commission recommendation of May 20, 1946; amended) 

[tinerary.—New York (other Atlantic ports as traffic offers), via Panama 
Canal, Los Angeles, San Francisco to Manila, Hong Kong, Singapore, Belawan, 
Batavia, Soerabaja, Hong Kong, and Philippine Islands (as traffic offers) to 
San Francisco, Los Angeles, and via Panama Canal to New York; privilege of 
ealling at French Indochina and Siam as traffie offers. 

Sailing frequency.—Not more than 18 sailings per year. 

Number and type of ships.—four or tive C-3 type freighters as required, to 
maintain the schedule of sailings recommended by the Commission. 
3. Freight service C-3 (Commission recommendation of May 20, 1946) 

Itinerary.—New York, via Panama Canal, Los Angeles, San Francisco to 
Manila, Hong Kong, Singapore, Calcutta (Burma and Ceylon as traftfie offers) 
returning via Belawan, Singapore, Batavia, Soerabaja: Hong Kong, Philippine 
Islands to San Francisco, Los Angeles, and via Panama Canal to New York; 
privi'ege of calling at French Indochina and Siam as traffie offers. 

Sailing frequency.—Every 4 weeks (15 sailings per year). 

Number and type of ships.—Vive C—3-type freighters. 
4. Freight service C-4 (Commission recommendation of May 20, 1916) 

Itinerary. New York (other Atlantic ports as traffic offers), via Suez Canal 
to Singapore, Batavia, Soerabaja, Singapore, Belawan, returning via Suez to New 
York. 

Sailing frequency._-Every 4 weeks (15 sailings per year). 

Number and type of ships.—four C—3-type freighters. 

(Note.—Trade route No. 17 will also be served by west-bound round-the-world 


vessels. 
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450 LONG-RANGE SHIPPING BILL 


Trade route No. 18—United States Atlantic and Gulf ports (Maine to Teras 
inclusive)—India, Burma, Persian Gulf, and Red Sea 


1. Freight service (subsidized) 

Itinerary.—Between United States Atlantic ports and (via the Suez Canal) 
ports in the Gulf of Suez, Red Sea, Gulf of Aden, Pakistan, India, Ceylon, and 
Burma with the privilege of calling at North Atlantic Canadian ports (but not for 
cargo to or from the United States) and with the further privilege of calling at 
ports in Egypt, Palestine, Israel, Syria, and Lebanon. 

Sailing frequency.—20 sailings per year, minimum.’ 

Number and type of ships.—EKight C—3-type vessels. 

2. Freight service (Commission recommendation of May 20, 1946) 

Itinerary.—New York (other Atlantic ports as traffic offers) via Alexandrin 
and Near East Mediterranean ports and Suez Canal, and ports on the Red Sea 
and Gulf of Aden, to Persian Gulf, Bombay, Karachi, Malabar coast or Madras, 
Caleutta (Rangoon and other Bay of Bengal ports as traffic offers) returning via 
Gulf of Aden, Red Sea, Suez Canal and United States South Atlantie ports t 
New Orleans, Galveston, Houston, and other United States Gulf ports as traffi 
offers, thence to Hampton Roads, Baltimore, Philadelphia, and New York with 
the privilege of returning direct to New York and thence to the United States 
Gulf if cargo is heavy for New York. 

Sailing frequency.— Every 4 weeks (18 sailings per year). 

Number and type of ships.—Five C-3-type freighters. 

(Norr.—Trade route No. 18 will also be served by west-bound round-the-world 
vessels with calls at Colombo and Bombay.) 


Trade route No, 19—United States Gulf ports (Key West to Merican border 
inclusive)—Caribbean ports 


1. Freight service (subsidized) 

Itinerary—Between a United States Gulf port or ports and all or any of the 
following ports: A port or ports in the West Indies, including Puerto Rico, a 
port or ports in the Panama Canal Zone, a port or ports on the East Coast of 
Colombia, and a port or ports in Venezuela. 

Sailing frequency.—76 to 108 sailings per year? 

Number and type of ships —Nine C—1—B-type freighters. 

(Nore.—~The Caribbean is covered by many other steamship services, some of 
Which touch at the same ports en route but most of which ultimately end at 
different Caribbean termini, Caribbean liner services generally are operated as 
part of or in conjunction with industrial operations. Many of the services are 
dependent upon crop conditions and other variable factors so that they do not 
remain constant vear after year as to ships employed, frequency of sailings, or 
even as to the route followed. As circumstances warrant, services other than 
the one specified above will be considered for trade route No, 19.) 


Trade route No, 20—United States Gulf ports (Key West to Merican border) 
East Coast South America (Brazil, Uruguay, Argentina) 


1. Passenger and freight service (subsidized) 

Itinerary.—VBetween New Orleans and other United States Gulf ports and ports 
on the east coast of South America with the privilege of calling at Puerto Rican 
ports to load and discharge cargo to or from east coast of South America ports 
and with the further privilege of making calls at Martinique out-bound and Trin 
dad in-bound, provided that neither freight nor passengers shall be carried be 
tween United States ports and Martinique or between Trinidad and United States 
ports, except with prior approval of the Maritime Commission, and with th: 
further privilege of making calls on both outward and inward voyages with both 
cargo and combination passenger and cargo vessels at other West Indies ports 
with the prior consent of the Commission. 


1A combined maximum of 104 sailings per vear is provided for service 1 of trade rout: 
18 and services 8, 4, and 5 of trade route 10 

2 Subject to the stipulation that a minimum of weekly sailings to Cuba, and of tw 
sntilings per month to Venezuela, the east coast of Colombia and the Panama Canal Zone 
shall be maintained. 
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LONG-RANGE SHIPPING BILL 453 


Sailing frequency.—17 to 20 sailings per year. (Commission's recommendation 
of May 20, 1946, called for 26 sailings per year to be made with 4 C-3 passenger- 
freight-type vessels. ) 

Number and type of ships —Three C-—3 passenger-freight type vessels. (A con- 
struction differential subsidy for a fourth passenger-freight vessel has been 
applied for.) 

2. Freight service (subsidized) 

Itinerary.—Same range of United States and foreign ports as for service 1. 

Sailing frequency.—26 to 32 sailings per year. 

Number and type of ships.—5 C-—2- and 3 C—1-type freighters. 





Trade route No. 21—lUnited States Gulf Ports (Key West to Merican border, 
inclusive)—United Kingdom, Ireland, continental Europe (north of Spanish 
border), Scandinavian and Baltic ports 


EAST GULF (KEY WEST TO GULF PORT RANGE) 


1. Freight service A (Liverpool to Manchester)—(Commission recommendation 
of May 20, 1946) 

Itinerary.—Mobile (other east Gulf ports as traffic offers) to Liverpool and 
Manchester and other west coast United Kingdom and Irish ports, returning to 
east Gulf; vessels may also call at Baltic ports as traffic offers. 

Sailing frequency.—Two sailings per month—24 per year. 

Number and type of ships.—Three C-2 or other suitable type freighters. 

2. Freight service B (Havre, London, Antwerp, and Rotterdam)—(Commission 
recommendation of May 20, 1946) 

Itinerary.—Mobile (other east Gulf ports as traffic offers) to Havre, London, 
Antwerp, and Rotterdam, returning east Gulf; vessels may also call at Baltie 
ports as traflic offers. 

Sailing frequency.—Two sailings per month—24 per year. 

Number and type of ships.—Four C-2 or other suitable type freighters, 


8. Freight service C (London to continent)—(Commission recommendation of 
May 20, 1946) 

Itinerary.—Mobile (other east Gulf ports as traffic offers) to London, Antwerp, 
Rotterdam, Bremen, and Hamburg, returning east Gulf; vessels may also call 
at Baltic ports as traffic offers. 

Sailing frequency.—Two sailings per month—24 per year. 

Number and type of ships—lour C-—2 or other suitable type freighters. 





WEST GULF (NEW ORLEANS TO MEXICAN BORDER) 


4. Freight service (subsidized) 

Itincrary.—Between a United States Gulf port or ports (west of but not 
including Gulfport, Miss.) and a port or ports on the west coast of the United 
Kingdom, with the privilege of calling at Irish ports and with the further privi- 
lege of calling at Tampa, Port Tampa, Boca Grande, and at ports in the West 
Indies and Mexico. 

Sailing frequency.—Total combined schedules of service 4 and service 5 to pro- 
vide 100 to 146 sailings per year. 

Number and type of ships.—Twenty C-2 and two C-1-B-type freighters on the 
combined schedule of services 4 and 5. 

5. Freight service (subsidized) 

Itinerary.— Between a United States Gulf port or ports (west of but not 
including Gulfport, Miss.) and a port or ports on the east coast of United 
Kingdom and/or a port or ports in continental Europe (north of and including 
Bordeaux), including Baltic and Scandinavian ports, with privilege of calling at 
Tampa, Port Tampa, Boca Grande, and at ports in the West Indies and Mexico. 

Sailing frequency—number and type of vessels.— (See Freight service 4, above.) 
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456 LONG-RANGE SHIPPING BILL 


Trade route No. 22—United States Gulf ports (Key West to Merican border )— 
Far East (Philippine Islands, China, Japan, U. 8S. S. R. in Asia, French Indo- 
china, Formosa, Siam, Manchuria, and Korea) 


1. Freight service (subsidized) 

Itinerary.—Between a United States Gulf port or ports, via the Panama Canal, 
to a port or ports in Japan, China, the Philippine Islands, Hong Kong, French 
Indochina, Siam (Thailand), the Netherland East Indies, Straits Settlements 
(including the Malay States); with the privilege of calling at ports in the 
Hawaiian Islands, U. S. S. R. in Asia, Manchuria, Korea, and Formosa; also 
ports in Mexico and the West Indies for the loading and/or discharging of cargo 
to or from foreign ports on the route, and with the privilege of calling at United 
States Atlantic ports homeward with sugar, copra, and liquid cargo in bulk 
loaced at ports not in the Netherlands East Indies or Straits Settlements (in- 
cluding the Malay States), provided that in the absence of specific authority of 
the Commission to the contrary, vessels calling at the Netherlands East Indies 
or Straits Settlements (including the Malay States), shall return to United 
States Gulf ports for unloading cargoes destined for such ports before proceed- 
ing to United States Atlantic ports, with the privilege (subject to cancellation 
by the Commission on 60 days notice to the operator) of calling at the following 
islands in the Pacific area (such privilege not to be considered as a modification 
of the above route description) : Caroline Islands, Marianas Islands, Palau Is- 
land, Marshall Islands, Okinawa Island, Admiralty Islands, Marcus Island, 
Wake Island, Gilbert Islands, Sakhalin Island (southern half). 

Sailing frequency.—20 to 24 sailings per year.’ 

Number and type of ships—Seven C-3 and one C-2 type freighters. 


Trade route No. 23—United States Pacific ports—Caribbean ports (Commission 
recommendation of May 20, 1946) 


(No recommendation for direct service between United States Pacific ports 
and ports in the Caribbean area have been made us this area is served by vessels 
which transit the Caribbean in the process of serving other routes.) 


Trade route No. 24—United States Pacific ports—cast coust South America 
(Brazil, Uruguay and Argentina) 


1. Freight service (subsidized) 

Itinerary.—United States Pacific coast ports via Strait of Magellan or Pan- 
ama Canal to Buenos Aires, Montevideo, Santos, Rio de Janeiro, with calls at 
other east coast South American ports as traflic offers, returning via Panama 
Canal or Strait of Magellan to United States Pacific coast ports with privilege 
to call at British Columbia, west coast Central America, Puerto Rican, and Car- 
ibbean ports to load and discharge cargo. 

Sailing frequency.—24 to 30° sailings per year by two subsidized operators— 
(12 to 18 sailings by one, 12 sailings by the other). 

Number and type of ships.—Nine C-3-type freighters. 


Trade route No. 25—United States Pacific ports—west coasts of Merico, Central 
America, and South America 


1. Freight service (subsidized) 

Itinerary.—Between United States Pacific-coast ports and a port or ports on 
the west coast of Mexico, ports on the west coast of Central America, and ports 
on the west coast of South America, with the privilege of calling at British 
Columbia and Balboa. 

Sailing frequency.—18 to 26 sailings per year. 

Number and type of ships.—¥Four C—2-type freighters. 

1Subject to the stipulation that a minimum of 7 and a maximum of 12 sailings per 


annum shall include ports in the Netherlands East Indies and Straits Settlements (includ- 
ing the Malay States). 
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Trade route No. 26—A—United States Pacific ports—United Kingdom and 
Ireland 


1. Freight service (Commission recommendation of May 20, 1946) 

Itinerary.—United States Pacific-coast range to London, Liverpool, Glasgow, 
and other United Kingdom and Irish ports as traffic offers, via the Panama 
Canal and return, with privilege of loading and discharging cargo at British 
Columbian, west-coast Central American, Puerto Rican, other Caribbean, and 
Baltic ports. 

Sailing frequency.—d2 weekly sailings per year. 

Number and type of ships—13 C-2 or other suitable type freighters with 
refrigerated space. 
2. Refrigerator service (Commission recommendation of May 20, 1946) 

Itinerary.—United States Pacific-coast range to United Kingdom ports, via 
Panama Canal, and return, with privilege of loading and discharging cargo at 
British Columbian, west-coast Central American, Puerto Rican, and other 
Caribbean ports. 

Sailing frequency.—52 weekly sailings per year. 

Number and type of ships.—Nine special type fully refrigerated freighters. 








Trade route No, 26-B—United States Pacific ports—Havre to Hamburg range 


1. Freight service (Commission recommendation of May 20, 1946) 

Itinerary.—United States Pacific coast range to Havre to Hamburg range via 
Panama Canal and return, with privilege of loading and discharging cargo at 
British Columbian, west-coast Central American, Puerto Rican, other Caribbean, 
and Baltic ports. 

Sailing frequency.—52 weekly sailings per year. 

Number and type of ships.—13 C-2 or other suitable type freighters with 
refrigerated space. 


Trade route No. 27—United States Pacific ports—Australia, New Zealand, New 
Guinea, and South Sea Islands 


1, Passenger and freight service (subsidized)—operation suspended 

Itinerary.—From ports in California to ports in Australia and return, includ- 
ing the privilege of calling at Honolulu, Pago Pago (Samoa), Suva (Fiji), and 
ports in New Zealand. 

Sailing frequency.—Every 4 weeks (13 sailings per year). 

Number and type of ships.—Two special type passenger-freight vessels. 





2. Freight service: (Commission recommendation of May 20, 1946—subsidized 
operation contingent on operation of service 1)* 


Itinerary.—(a) From United States Pacific coast ports (with privilege of 
ealling at British Columbia ports) to Australian ports of Sydney and/or Mel- 
borne and/or Brisbane, with privilege of calling at Hawaiian Islands, Samoa, 
Fiji, and/or other Pacific Islands lying along the same general route; and with 
the further privilege of extension to other Australian ports as sufficient induce- 
ments offier. 

(b) From United States Pacific coast ports (with privilege of calling at British 
Columbia ports) to Australian ports of Sydney and/or Melbourne, and/or Bris- 
bane, with privilege of calling at New Zealand ports, and/or Hawaiian Islands, 
Samoa, Fiji, or other Pacific islanc’s lying along the same general routes; and 
with the further privilege of extending services to other Australian ports as suf- 
ficient inducements offer. 

Sailing frequency.—10 sailings per year to be adjusted as traffie offers? 

Number and Type of Ships ——Three C-2-type freighters. 

? The subsidy contract now in effect on trade route No. 27 provides for continuation of a 
prewar service by combination passenger-cargo vessels. The May 20, 1946, report of the 


Commission added a separate freight service to trade route No. 27 Subsequently, it was 
provided that sailings on this service would be eligible for subsidy when the combination 
passenger-cargo vessels on service 1 were placed in operation. . 

?Privileve to he granted of making approximately one sailing per month over either of 
the two routes 2 (a) and 2 (b) or over the two routes combined as traffic offers. 
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Trade route No. 28—United States Pacific ports—Straits Settlements, Nether- 
lands East Indies, India, Burma, Persian Gulf, and Red Sea (Commission 
recommendation of May 20, 1946) 


Itinerary.—Trade between United States Pacific coast ports and the foreign 
areas of trade route No. 28 is to be carried in vessels provided for by services 
C-1, C-2, and C-3 on trade route 17, and service G-2 on trade route No. 30. 


(Note.—Trade route No. 28 (California portion) will also be served by west- 
bound round-the-world vessels.) 


Trade route No. 29—California ports—Far East (Philippine Islands, China, 
Manchuria, Korea, Japan, U. 8S. S. R. in Asia, French Indochina, Formosa, 
and Siam) 


1. Passenger-freight service (subsidized)* 

Itinerary).—Between Los Angeles, San Francisco (via Honolulu in each direc- 
tion) and Yokohama, Kobe, Shanghai, Hong Kong, and Manila. 

Sailing frequency.—24 to 26 sailings per year. 

Number and type of ships.—Of the four P-2-type passenger-freight vessels 
specified for this service, two are at present in operation supplemented by one 
P-2-type troop vessel. 

2. Freight service (subsidized) 

Itinerary.— Between the California ports of Los Angeles and San Francisco and 
Yokohama, Osaka, Kobe, other Japanese ports (as traffic offers) Shanghai, other 
North China ports and ports in Manchuria and Korea (as tratflic offers), Hong 
Kong, Manila, Philippine Islands outports, French Indochina and Siam (as tratflie 
offers) ; with privilege of calls at ports of U. S. 8. R. in Asia. 

Sailing frequency.—24 to 26 sailings per year. 

Number and type of ships.—Five C—3-type freighters. 


Trade route No. 830—Washington and Oregon ports-Far East (Philippine Islands, 
China, Japan, Manchuria, Korea, U.S. 8. R. in Asia, French Indochina, Formosa 
and Siam 

1. Freight service (subsidized) 

Between a port or ports in Oregon and/or Washington and a port or ports in 
Japan, China, Hong Kong, Manchuria, Korea, Philippine Islands, Netherlands 
East Indies, Straits Settlements (including the Malay States), Bay of Bengal 
(Ceylon, Burma, and east coast of India), with calls at ports in French Indochina 
and Siam as traffic offers, and with the privilege of calling at ports in U. S. S. R. 
in Asia and Pacific Canada; provided that all types of cargoes which have been 
loaded in the Netherlands East Indies, Straits Settlements (including the Malay 
States), and Bay of Bengal area may be discharged at California ports, but 
that the discharge at California ports of cargoes which have been loaded at 
any other foreign port shall be limited to sugar, copra, oil cake, fertilizer, ore, 
logs, and lumber, and also any other bulk commodities with respect to which 
other subsidized American-flag operators operating on the homeward route from 
the Philippines, China, and/or Japan to California signify they have no objee- 
tion, or which the Commission after due hearing, may determine cannot be 
adequately handled by any other established American-flag service on such 
homeward route, and with the further privilege (subject to cancellation by the 
Commission on 60 days’ notice to the operator), of calling at the following 
islands in the Pacific area: Rynkyu Islands, Admiralty Islands, Mareus Island, 
Wake Island, Caroline Islands, Marianas Islands, Palau Island, Marshall Islands, 
Gilbert Islands. 


—-—____-_—__-- 


1To be coordinated out of California ports with round-the-world service to provide weekly 
sailings. 
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Sailing frequency.—16 to 51 sailings per year.’ 
Number and type of ships.—6 C-3 and 3 C-—2 type freighters, 


Trade route No, 31—tnited States Gulf ports (Key West to Mevrican border)— 
west coast South America (Chile, Peru, BReuador, Pacific coast, Colombia) 


1. Freight service (Commission recommendation of May 20, 1946) 2 


Itinerary.—Texas City, Houston, Galveston, New Orleans (other Gulf ports as 
traffic offers) to west coust South American ports; returning to Texas City, 
Houston, and New Orleans. 

Nailing frequency.— Two sailings per month—2O0 to 26 sailings per year to allow 
for seasonal conditions. 

Number and tupe of ships.—Three C-2 or other suitable type freighters. 


Round-the-world service 


1. Passenger freight service (subsidized) 

Itinerary.—From New York via the Panama Canal, California, Hawaiian 
Islands, Japan, China, Vhilippine Islands, Straits Settlements, Ceylon, India, 
Suez Canal, Egypt, Italy, France in the Mediterranean New York, with privilege 
of calling at Boston, Havana, Cuba, ports in the Dutch East Indies and Gibraltar. 

Nailing frequency.—-24-26 outward sailings per year, 

Number and type of ships.—Seven passenger-freight vessels of C-—3 type and/or 
P-2-S-1—-DN-1 type, or equivalent. (Three of the P-2-S-1—-DN-1-type vessels 
are now building. ) 


(Note :—The round-the-world service is to be coordinated out of New York with 
service No. 1 on trade route 12 and out of California with service No. 1 on trade 
route 29 to provide weekly sailings. These ships will also serve areas on trade 
routes 4, 10, 12, 17, 18, 28S, and 29.) 


tNore.—-In order to insure that the Commission's requirements with respeet to the 
number of sailings in each of the services (G-1, G-2, and H, as identified in the Com 
mission’s recommendation of May 20, 1946) will be met, the following stipulations have 


been made: 


Number of out- 


Service Operating between— y, — 
ervice perating between And ward sailings 





(G-1)___| Seattle and Puget Sourd ports, Japan, China, Hong Kong, Philippines.) 24 to 26 per year 
Portland, and/or Columbia 
River ports 


(G-2) ..' Portland, Seattle, other ports | Philippines, Hong Kong, Netherlands | 10 to 13 per year. 
in Washington and Oregon East Indies, Straits Settlements, 
as traflic offers. } French Indochina, Siam, Calcutta, 


Bay of Bengal ports, privilege of 
calling at Japanese ports. 
(H)__...| Ports in Oregon and Puget | Japan, Northern China, Manchuria, | 12 to 17 per year. 
Sound as traflic offers, Korea, with privilege of calling at 
ports in China, Philippine Islands, 
and at Hong Kong. 


®* An operating differential subsidy has been applied for with respect to this service. 
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[For use in identifying numbered trade routes shown in summaries of traffic which follow] 








Number |Unitea States coastal area 


| 
| 


Foreign coastal area 





-| Washington/Oregon.. 
eT 


0. 
West coast South America, 


ae en 
1. . Atlantic__.. East coast South America. 
. ez a SU do | West coast South America. 
eee Ue do ..| East coast Mexico. 
eer E Ran do | Caribbean. 
5 | North Atlantic ; United Kingdom and Ireland. 
Ci ckec ...d0 ; | Scandinavia and Baltic Sea. 
aS aa “Sets -| Germany (North Sea). 
= do | Belgium and Netherlands. 
_ # | .--do Atlantic France, Spain (Vigo to Bilbao) 
10. | .do | Mediterranean Sea, Black Sea, Portugal, Spain (south of Portugal), 
| Morocco. 
/ on | South Atlantic United Kingdom, Ireland, Bordeaux/Hamburg, Scandinavia, and 
| Baltic Sea. 
12. | Atlantic | Far East (Philippine Islands, China, Japan, Korea, U. 8. S. R. in 
| Asia, French Indochina, Siam). 
13 | Gulfand South Atlantic.| Mediterranean Sea, Black Sea, Portugal, Atlantic Spain, Morocco. 
14 (1) Atlantic | West-coast of Africa. 
14 (2) | Gulf | Do 
15-A | Atlantic South and East Africa, Madagascar. 
15-B | Gulf do 
16. | Atlantic/Gulf Australasia (Australia, New Zealand, New Guinea, and South Sea 
Islands). 
Wiese } do... | Straits Settlements, Netherlands East Indies. 
do. India, Persian Gulf, Red Sea. 
ee Gulf_... ..| Caribbean. 
, ae ee ee _.| East coast South America. 
Rice a ee _..| United Kingdom, Ireland, Bordeaux/Hamburg, Scandinavia and 
| Baltic Sea. 
Os... $B cnt | Far East (Philippine Islands, China, Japan, Korea, U. 8. S. R. in 
| | Asia, French Indochina, Siam), 
an | Pacific. . iss ..| Caribbean. 
, } do _| East coast South America. 
i. Ma “a | West coasts of South America, Central America, and Mexico. 
26-A } do... | United Kingdom and Ireland. 
26-B ae Os | Havre/Hamburg range. 
aaa TE Sane Australasia (Australia, New Zealand, New Guinea, and South Sea 
| Islands). 
iecccat , es eae aa og Settlements, Netherlands East Indies, India, Persian Gulf, 
} ted Sea. 
California | Far East (Philippine Islands, China, Japan, Korea, U. 8. S. R. in 
| | Asia, French Indochina, Siam). 
30... | 
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TasLe No. 1.—United States flag vessel participation in liner trafic on essential 


Trade 
route | 
number 


United States foreign trade routes, calendar year 1948 


= 3 | 
Total | 
tons 


r 


t 
te 
had 
ror 


a te 


OD mm 


Total 


United States flag 
vessels 


Tons 


20, 001 


1, 210 


743 | 





Percent 


Total 


tons 


2, All 


1 Dees not include cargo of industrial ore carriers. 


2 Traffic on 26 (x) moves over 26 


Source: Reports (M. C 


of Government Aids, May 1949. 


Forms 


A and/or 26-B. 





[Cargo in thousands of tons of 2,240 pounds] 


Out-bound 


United States flag 


vessels 


Tons 


Percent 


aS st > 
el 


in 


1 
N 


7801 and 7802) from vessel operators, U. 5 


Total 
tons 


to 
2a] 


Maritime 


In-bound 


United States flag 


vessels 
Percent 


799 er 7 
HOO 47.5 
483 615 
76 100.0 
925, 18.7 
148 52. 1 
129 19.2 
33 | 80.2 
14 is.9 
29 a6. 7 
424 61.0 
23 wi 1 
‘7 18.8 
at 74.3 
133 28.9 
Is 75.0 
661 91.0 
oy VS. 6 
108 5A. 
433 62.7 
502 57.2 
1, 938 748 
255 75.9 
76 56.3 
117 95.9 
2 5.4 

5 16.6 
401 75.0 
13 29. 5 
19 15.3 
230 54.2 
28 56.0 
171 87.7 
ission, Bureau 
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TABLE No. 2.—United States flag vessel participation in liner traffic on essential 
United States foreign trade routes, calendar year 1947 


Trade y 
abe | { 
number Total 
tons 
Total 9, 572 
1 440 
2! 1, 237 
3 } 206 
4 4.561 
5 1, 456 
6 1, 000 
7 ] 
_ 2,041 
Q 1, 07: 
10 2 O04 
1! DAs 
12 1,111 
13 7 
14 (1 
14 (2 
15 





15-B | 

16 

17 

18 1 

19 4 

20 

21 2, S58 
22 iy 
23 135 
2t 348 
25 742 
26-A 2 
26-B $4) 
2H (x 165 
27 28g 
OR 9 
29 1, 007 
na fos 
l 153 


loes not include ¢ 


lraffie on 26 (x) move 
Reports (M,C 
vernment Aids, M 


source 
of G 


Total 


»or In 


sy 


nited State 


“argo in thousands of tons of 2,240 pounds] 


! Out-bound 


s flag 


United States flag 


vessels Total vessels 
tons 

Percent Tons Percent 
61.1 25, 951 15, O85 8.1 
1.0 2, 262 1,712 49.2 
6.7 wae S316 4 
100.0 141 141 100.0 
OS. 6 2 £29 1, 940 73.8 
1.4 1, 150 319 27.7 
26.5 1, 205 405 3.6 

60.5 1,911 1,176 61 
415 1,028 $25 41.1 
54.5 1, 005 837 2. 2 
43.4 277 261 O42 
o7.8 721 410) mo 
SON 744 p24 85.9 
15.5 2H 25 v.65 
75.0 IS 11 61.1 
SH f H42 SIs 79.4 
60.5 13 110 Al.6 
27.6 yd 1) 17.8 
57.5 ) 105 43.7 
HO Qs7 HUT 70.6 
76.1 1, 726 1, 103 h5.¥ 
78. 4 79 30 74.3 
65.1 2, 825 1, 847 5.4 
S70 443 17s 85.3 
72.6 HS 95 SZ. 6 
75.3 250 1s 7. 2 
79. 2 08 236 77.9 
14 1) 4 2.0 
2.5 401 100) 21.9 

111 s 
2.5 251 SI 5. 1 
15.4 241 5 18. 7 
“u.4 674 542 st 4 
4.2 su) 232 4.4 
YL.6 212 1M) v2.4 
justrial ore carriers, 
26-A and 25-B 


over 


Forms 7801 and 7302) from vessel operators, U. 


iy 1949, 


. Mariti 


otal 


tons 
21 
1,178 
“65 
2, 032 
7 pee 
GOF 


me 


In-bound 


United States flag 
vessels 
rons Percent 
9. 0U7 HH_8 
H42 54.5 
509 75.2 
65 100 0 
1, 259 61.9 
139 45.4 
2su 41.6 
0 46. 1 
22 18.9 
288 62.5 
g = 
252 " 
a R18 
ra 19.9 
10 100.0 
nah G4.8 
‘4 951 
101 HO. 5 
2u5 His 
45 67.2 
> HOO 82.7 
104 80.4 
13 7.1 
ul O4s 
5 15.0 
4 65.5 
4 SU. 2 
l 22. 4 
6.0 
elt i.) 
0 62,5 
1Y v0.9 


Commission, Bureau 
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TABLE No. 3.—United States flag vessel participation in liner trafic on essential 
United States foreign trade routes, calendar year 1948 


{Cargo in thousands of tons of 2,240 penne 


























Total | Out-bound In-bound 
—| — ae 
Trade United States flag | | United States flag | | United States flag 
route vessels “ vessels _ | vessels 
number | Total | Total | Total 
tons eerors; i Pane eee tons SS eee tons ae _ 

Tons Percent | Tons | Percent | | Tons | Percent 
ss ee ee | ne ag ot gn ome aed ' — ae — = -| — oe ——— | —_ 
Total_._| 26,761} 9,828 36.8 | 15,085 | 5,546 | 36.8 11,676 | 4, 282 | 36. 
oe 1, 547 | “412 26.6 | 571 | 147 | 976 | 265 | 27.2 
21 1 505 | 1396 178.4 | 1190 | 1140 | 1215 | 1 256 | 181.3 
3 2s4 213 75.0 119 | 119 | 165 94 | 57.0 
4 2, 821 | 1,816 64.4 | , 321 1, 009 1, 50) 807 53.8 
eS | 1,158 445 38.4 | R19 | 333 | 339 112 | 33.0 
es | 1, 234 348 28.2 495 | 184 | 739 164 | 22.2 
7 P 743 22 35.3 | 365 | 05 378 167 | 44.2 
8 | 1, 299 45 34.9 845 | 292 454 161 | 35.5 
9 | 269 | 199 74.0 143 | 126 77.3 10 73 | 68.9 
10 } 963 | 407 42.3 452 | 160 3A. 4 All 247 | 48.3 
eas 479 | 332 69.3 | 216 | 182 | 84.3 263 | 150 | 57.0 
12 2, O89 190 9.1 | 1, 057 78 | 7.4 1,032 112 | 10.9 
13 462 | 124 26.8 | 435 | 118 | 27.1 27 6 22.2 
14 (1) 196 108 55.1 86 | 43 | 0.0 110 65 59.1 
14 (2) | 31 | a0 | 96,8 | 31 | 30 6.8 = ee, RR oY oa 
15-A 524 | 373 71.2 2n4 27 | 48. 1 260 246 94.6 
15-B 100 | 22 22.0 98 | 20 2. 4 2 2 | 100.0 
14. = | 409 5 79 | 16.8 826 40 11.9 | 133 39 | 29.3 
OE 1 828 12 12.3 153 | 3 2.0 675 99 | 14.7 
18 722 1065 27.1 193 81 41.9 | 520 115 | 21.7 
eee 1, 841 77E 42.2 644 302 | 46.9 1, 197 474 39.6 
eH) a 470 315 67.0 254 147 57.9 216 168 77.8 
21 -.-| 2,896 1, 380 47.6 2, 512 1, 236 | 49, 2 384 14 | 37.5 
22 733 5 6.1 629 | 23 | 3.6 | 104 22 | 21.2 
eee | 109 38 34.9 67 | 31 | 46.3 | 42 7 | 16.7 
aa } 149 | 72 | 48.3 69 | 39 | 56. 5 80 | 33 | 41.3 
25 423 | 202 | 47.7 145 | 89 | 61.4 78 113 40. 6 
26-A | 691 62 | 8.9 664 62 | 9.3 27 wokea 
26-B 714 | Pats EME fea, URS _) gE SOROS 

26 (x) 2___.] 212 ad us I. -...- 97 

"a 162 44 27.2 131 | 36 27.5 31 8 | 25.8 
.” pba O06} 6 29 98 6 6.1 "SR SA 3s 
O58 234 24.4 637 151 23.7 321 83 25.9 
=a | 474 147 31.0 368 97 26. 4 106 0 | 47.2 
RE AROS SERRE, Ie MITE | ace, el) MO Ae ae on sbunemes 





1 Does not include cargo of industrial ore carriers. 
2 Traffic on 26 (x) moves over 26-A and/or 26-B. 
Source: Reports (M. C. Forms 7801 and 7892) from vessel operators, U. S. Maritime Commission, Bu- 
reau of Government Aids, May 1949. 


Admiral Cocuranr. These trade routes are the result of a good 
many years of development and study, go back to the period just fol- 
lowing World War I. They are reviewed from time to time and do 
represent those services which are considered to be essential for the 
development of the foreign commerce of the United States. 

There are, of course, a number of people who are operating in part 
in the routes and in part otherwise. One of the responsibilities for 
companies which get the operating differential subsidy is that they 
shall serve the specific routes, and to that extent these things are 
quite important and quite vital to the concept of the American mer- 
chant marine, particularly in the line of service. 

There are a number of other companies that are not holding sub- 
sidies that have more latitude in their operation. They habitually 
operate in offshore service, and many of them provide what is, in fact, 
liner service. They run on a regular route but are not restrained to 
operate there. This proposal refers particularly to those companies. 
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They are an essential part of the merchant marine and have, I think, 
great importance in the over-all situation. 

A number of the ships that were used in support of the Korean 
operation to which Mr. Allen referred a few minutes ago, came from 
those nonsubsidized operators and the replacement of their fleets is 
ge rem 

lowever, as I develop here, under existing law, eligibility for con- 
struction-differential subsidy has gone hand in hand with, and is de- 
fined in almost the same terms as operating-differential subsidy 
eligibility. The 1936 act makes no provision for replacement of the 
vessels of nonsubsidized operators, except to provide for the tax-de- 
ferred deposit in their construction reserve fund for a limited term 
of years of proceeds of sales or of indemnities for the loss of ships. 
The 1936 act does make such provision, through construction aid and 
through the building > of capital reserve funds, for the replace- 
ments of the fleets of subsidized operators, although these provisions 
involve administrative problems of complexity. 

In the formal report of the Department of Commerce to your com- 
mittee under date of October 26, 1951, on this bill, the Department 
recommended that consideration of these sections be deferred until 
the international and economic situations have become more stable. 

However, further consideration must ultimately be given to the 
general questions of what steps if any are necessary to maintain over 
the years a merchant marine of adequate size and of suitable types of 
ships to protect the economic and military interests of this country 
and to support its international commitments. In view of the need for 
further study and in view of the unlikelihood that any substantial 
volume of ship construction would result from this section during 
the present emergency, the Department of Commerce has recom- 
mended that consideration of the proposed extension of construction- 
differential subsidies be deferred without prejudice. 


NONRECOURSE LOANS ON PASSENGER SHIPS 


Sections 3 and 6 of the bill amend sections 503 and 509 of the 1936 
act, effective with respect to passenger vessels, as defined, delivered 
subsequent to March S, 1946 (the date of enactment of the Merchant 
Ship Sales Act of 1946). These amendments provide that the ob- 
ligation to the Government of the purchaser under a contract for the 
construction of a passenger vessel secured by a first preferred mort- 
gage would be discharged, in case of default, by surrender of the ves- 
sel and all rights therein to the Government. Section 503 relates to 
construction of vessels for foreign trade with construction-differential 
subsidy under title V, and section 509 provides financial aid in the 
construction of vessels for domestic or foreign use but without con- 
struction-differential subsidy. This proposal presents a matter of 
very considerable importance to the Government and to the shipping 
lines which undertake the purchase and operation of large passenger 
vessels. The Department of Commerce in its formal report has recom- 
mended approval of these sections, in view of the urgent need of pas- 
senger vessels and their value to the Government. as troop ships. 

Sections 3 and 6 as passed by the Senate include certain amendments 
relating to minimum tonnage, speed, passenger accommodation, and 
specific approval of the Federal Maritime Board in accord with rec- 
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ommendations heretofore made by the Secretary of Defense. It is be- 
lieved that these modified limitations provide adequate safeguards 
in the use of the section. In substance, they provide that the nonre- 
course provision should not be applicable with respect to vessels of 
less than 10,000 gross tons, nor less than 18-knot speed, nor with ac- 
comodations for less than 200 passengers; and further, that the ves- 
sel be approved by the Secretary of Defense as being desirable for 
national defense purposes, and in any such case requiring the approval 
of the Federal Maritime Board. 

Mr. Chairman, that perhaps seems odd, but these big passenger ves- 
sels have today become expensive. and unless they are large and high- 
powered they do not fill fully the role that is envisaged for them as 
troop ships. They represent a very substantial part of the net worth— 
I mean by that eightv-odd percent of the net worth of the company. 

It is entirely possible that their utility commercially could be de- 
stroyed by circumstances over which the company itself has no con- 
trol. For example, the outbreak of hostilities In some area at the 
other end of the line which the ship is permanently designed to serve. 

With the normal interpretation of the mortgage agreements, the 
company not only mortgages, it obligates itself to pay with the ship 
itself and with the value of the rest of their fleet. So that by cir- 
cumstances, as I say, over which an operator had no control, he could 
well find himself confronted with the obligation and the loss of the 
entire fleet through his effort to operate a single vessel. 

It has been felt, of course, that for the normal course of cargo ships, 
where the idividual ship value represents but a small fraction of the 
total worth of a company, that this is not necessary; but in these big 
passenger vessels it seems quite clearly to be unfair to companies to 
expect them to mortgage not only that ship herself but the whole as- 
sets of the company in order to ‘do something which we are anxious 
to have them do asa national defense job. 

That applies as of the moment particularly to three big vessels, two 
of which are already in service, and one of which is about to go in 
service within the next 2 months. 


TRADE-IN OF OBSOLETE VESSELS 


Sections 5, 7, and 8 of the bill may be considered together. And 
these cover the quest ion of the trade-in of the obsolete vessels. 

Section 5 would amend section 507 of the 1936 act which provides 
for the purchase by the Commission, in its discretion, of a vessel to be 
replaced by a new vessel. Section 507 authorized the Government to 
acquire vessels engaged in foreign trade which are obsolete or inade- 
quate in such trade. Section 5 would amend section 507 to authorize 
the acquisition of vennole engaged in domestic trade. The Depart- 
ment of Commerce has heretofore recommended its adoption. 

Section 7 of the bill would amend section 510 (a) of the 1936 act 
to reduce the minimum-age requirement from 17 to 12 vears in respect 
of the eligibility of turn-in of obsolete vessels for a trade-in allowance 
from the Government on anew vessel. This provision stems from one 
of the recommendations of the President’s Advisory Committee on 
the Merchant Marine to secure progressive replacement of the large 
block of war-built vessels now in the American merchant marine, and 
thereby to avoid what will in the not-too-distant future be an over- 
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whelming block obsolescence in the dry cargo fleet. Under the amend- 
ment, the Government would be authorized to acquire for an allow- 
ance under section 510 vessels 12 years old without regard to the pres- 
ent requirement of such vessels being “obsolete or inadequate for suc- 
cessful operation in the domestic or foreign trade of the United 
States.” The section is limited in its operation by a termination date 
of June 30, 1958, since by that time the objectives of the amended sec- 
tion will have been met. 

Section 8 of the bill merely requires that the allowance rate under 
section 510 for use of an obsolete vessel, pending the availability of 
the new ship, be fixed for the entire period of such use at the time of 
the execution of the contract for the new vessel. Under existing law, 
the date of the determination of the allowance rate for such use is 
left open. The Department has favored this section, as it is believed 
desirable to fix this rate initially. 

There is another byproduct of this proposal which should not be 
overlooked, namely, that by its application the national defense re- 
serve fleet will be reinforced with ships which stiil have some remain- 
ing useful life. The block obsolescence of the large number of Liberty 
ships now in the reserve fleet is a serious consideration in the Nation's 
mobilization readiness. 

Mr. Chairman, I would like to refer just a moment to data I think 
has not been furnished to the committee. 

Referring to the years built of the ships that are now in the dry- 
cargo fleet particularly, or total merchant marine fleet, including, 
incidentally, Great Lakes, there are on the foreign trade today six- 
hundred-odd vessels privately owned, of which nearly three-quarters 
were built in the years 1943, 1944, and 1945. This means that that 
whole block will become obsolete on 20-year-life basis in 1965, 1964, 
1965. 

With the operation of the law as it now stands, those ships cannot 
be accepted in trade-in with allowance against new tonnage until they 
are 17 years old. We do not expect that they would all be turned in 
early, but the provisions of this section, section 7, would authorize 
the turning in of some within the discretion of the Federal Maritime 
Board as far as 12 years so that the replacement could be carried on 
progressively. 

That is desirable from another very important view, namely, that 
it would permit the operators to get new ships of more advanced design 
and more capable in their competitive position in the world into the 
service earlier. 

So that from many points of view this is, in our judgment, highly 
desirable. As I say, its value in permitting a gradual replacement of 
the ships in the reserve fleet is in my own judgment equally important 
because, as I say, the ships now in the reserve fleet are almost entirely 
Libertys, which when originally built were known to be built to cover 
only the World War I period and are now being held because they 
are the best we have. They are, of course, valuable, but they are not 
the best ships, certainly, in my own judgment scarcely suitable to send 
into the forward areas in the face of active enemy opposition either 
by submarines or air. 

So we do need additional ships in the Reserve fleet to cover just 
such things as we have had to do this past winter, and this is a con- 
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venient way to get them at relatively low expense, and also to give an 
opportunity to the industry to revitalize its own fleet over a period of 
longer time than would be the case if all those ships had to be handled 
within a 3-year period from 1960 to 1963, say, when their 17-year time 
would come up. 


CONSTRUCTION RESERVE FUNDS (SECS. 9 THROUGIL 16) 


Sections 9 through 16 of the bill amend the construction reserve 
fund provisions contained in section 511 of the 1936 act. As I men- 
tioned earlier, this is the provision for replacement of vessels of non- 
subsidized operators through the deposit of capital gain on a tax 
deferred basis in construction reserve funds. Such deposits must be 
committed for construction and used for construction of new vessels 
within a specified period of time and the deposit consists of the pro- 
ceeds of sales or of indemnities for the loss of ships. 

It will come out later, but I might interline here that that period 
of time is 2 years, with authority on the part of the Maritime Admin- 
istration to extend it for 2 years, or a limit of 4 years. 

Section 9 of the bill would amend section 511 (b) of the 1936 act 
to extend the availability of construction reserve funds to include not 
just the construction or acquisition of new vessels, as defined, but also 
the reconstruction and reconditioning of ships and the liquidation of 
vessel indebtedness. In conjunction with section 9, section 9 makes 
deposits in such funds of earnings from the operation of vessels docu- 
mented under the laws of the United States (and from services inei- 
dent thereto) exempt from certain income taxation on a deferred basis, 

The Department has favored the amendments relating to the use 
of deposits for reconstruction, reconditioning, and for liquidation of 
purchase money indebtedness, but pursuant to the advice of the Presi- 
dent, has not favored broadening of the tax benefits applicable to 
moneys in the construction reserve funds. 

Sections 10 and 11 of the bill provide for tax deferment with respect 
to earnings and receipts (including earnings from the operation of 
vessels not now covered under section 511), such deferment to be 
applicable in respect of normal tax and surtax but not any excess- 
profits tax. As communicated to you in the Department letter of 
August 10, 1951, the President opposes any such broadening of the 
tax benefits applicable to construction reserve funds. 

In the Department report of August 10, 1951, to your committee, 
your attention was called to the danger of disrupting sharply the 
operation of the 1956 act during the mobilization emergency and the 
uncertain and constantly shifting conditions in the shipping industry. 
We pointed out that such disruption of the operation of the 1936 act 
would weaken the fundamental strength of that act, which is to assure 
the availability of funds for the replacement and additions to sub- 
sidized operators’ fleets, to encourage such replacements and additions 
in the case of nonsubsidized operators, and to develop and maintain 
a modern merchant marine available for use in times of emergency and 
in periods of time when earnings are small or nonexistent. The ques- 
tion of tax benefits to shipping will be further considered in connec- 
tion with the later sections of the act, particularly section 21. 

Section 12 of the bill is a technical amendment of section 511 (e) to 
adjust its provisions to cover deposits of earnings on a tax deferred 
basis. 
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Section 13 of the bill would extend the time of required commit- 
ment of deposits to avoid the imposition of taxes at the established 
rate. These amendments in effect extend for new deposits the pres- 
ent 2-year original commitment period to 3 years, thus permitting an 
aggregate commitment period of 5 years, if the maritime agency 
exercises its discretion to approve an additional extension for periods 
not exceeding 2 years in the aggregate. 

I would like to say here that this is important in our judgment be- 
cause very frequently this comes about through an emergency, the 
loss of a ship, and, of course, the acquisition then of the insurance 
indemnity. 

It takes some time for the company to develop just what sort of a 
ship they want to replace. It takes time for that to be reviewed in 
Maritime. It takes time for a number of problems. So that while 
for vears, as has been the present practice, it seems like a long time, 
there are many things which make it pass very quickly. There are 
several of the companies that have funds that have been derived from 
this source, for which we got a special joint resolution through Con- 
gress to avoid terminating their availability here just this past 
summer, 

The Department report has favored this extension of time. Sec- 
tion 13 also includes necessary adjustment by reason of extension of 
the reserve funds to cover earnings from the operation of vessels, 

There was omitted from section 13 as it passed the Senate a proviso 
requiring replacement of reserve funds used for liquidation of pur- 
chase money indebtedness, out of depreciation hereafter taken, such 
replacement being required in order to avoid tax liability on funds so 
used. The omission is consistent with the deletion of section 17 of 
the original Senate bill, which provides for accelerated depreciation 
for nonsubsidized operators, 

It may be noted in connection with section 13 that, while present 
time limitations on the commitment of funds for new construction or 
reconstruction are fairly liberal, experience has shown that unfore- 
seen difficulties tend to postpone new construction, and protection is 
afforded the Government by the requirement that funds not used or 
committed within the requirements of the section are taxable at the 
time of withdrawal. 

The next sentence, Mr. Chairman, perhaps overstated the case. It 
is not considerable risk. There is always a possibility, or was a pos- 
sibility, we thought, it might be difficult, but it appears that actually 
the taxable liability would be as of the time the funds were incurred, 
so there would be no change as a result of this act as it now stands. 

Section 14 has been enacted into law—Public Law 157, approved 
October 1, 1951. 

Section 15 retains in operation the present section 511 (i) as to the 
conditions under which gains deposited in the construction reserve 
fund become taxable, but amends section 511 (i) in respect to taxable 
years ending July 31, 1951, and thereafter, to provide for the con- 
tingent taxability of deposits of earnings which are made subject to 
partial tax deferment (normal and surtax) by other sections of the 
bill. Section 15 also recognizes by way of a technical amendment 
the fact that the capital stock tax and the declared value excess profits 
tax have been repealed with respect to taxable years ending after 
June 30, 1945, and that the 1.1 percent of tax provided in the original 
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section 511 (i) was impliedly repealed. This is a desirable clari- 
fication of the statute, and it has in fact no effect on the administration 
thereof. 

Section 16 grants the privileges of section 511 of the act as to the 
establishment of construction reserve funds, specifically to cover 
reconstruction and reconditioning or modernization of vessels for 
exclusive use on the Great Lakes, including the St. Lawrence River 
and Gulf. The Department has heretofore recommended the omis- 
sion of the requirement of an affirmative vote of not less than three 
members. 

Of course, that does not apply to the Board as it is now constituted. 

By way of parenthetical note, it is recalled that section 17 of the 
bill S. 241, as it was introduced and as it was reported in the Senate, 
contained provisions for so-called accelerated depreciation for non- 
sugsidized operators. This was omitted from the bill as it passed the 
Senate and this omission occasioned the deletion of the proviso in 
section 13, above referred to. Section 17 was not deemed necessary 
in view of the provisions of the internal-revenue laws, which per- 
mitted the approval of accelerated depreciation on facilities essential 
to defense mobilization. 

In connection with that, Mr. Chairman, I would like to point out 
that we have had no requests for approval of accelerated depreciation 
certificates for the building of other than new tankers. There have 
been a number of them which have recently been approved, at a fairly 
standard rate of 60 percent, for tankers of adequate characteristics 
to be built for American-flag operation. 

There has been one request for accelerated depreciation on the con- 
version of some ships for bulk service. Let me say, the acquisition 
of some ships and conversion. We could not agree that the acquisi- 
tion of ships was proper. We did recommend approval for the con- 
version costs. 

There is an application standing for accelerated depreciation on 
ore carriers for the Steel Corp. which we have referred to earlier. I 
think that final action on that has not gone through, but it has been 
recommended, it is my recollection, favorably by my agency. 

Of course, the question of what amount should be allowed for that is 
very difficult to assess because these ships have life exte nding be »vond 
the 5-vear period, and yet it clearly is important to get that fleet in 
hand for present purposes and for a more serious mobilization should 
it turn up. 


DEPRECIATION CHARGES ON RECONSTRUCTED SUBSIDIZED VESSELS 


Sections 17,18 and 19 contain provisions permitting recomputation 
of the life expectancy of reconstructed vessels in use under an opera- 
ting-subsidy contract. Determination as to recomputation is to be 
made jointly by the Secretary of the Treasury and the Maritime 
agency, 

Specifically, section 18 amends section 607 of the 1936 act to permit 
computation of life expectancy of a reconstructed vessel in use under 
an operating-differential subsidy contract for the purpose of determin- 
ing the amount of annual depreciation to be deposited in the capital 
reserve fund on a reconstructed vessel. The act requires that the 
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deposit be made on the original basis of a 20-year life of the vessel 
and in the proposed amendment the depreciation charges would be 
adjusted for a redetermined life expectancy. 

Sections 17 and 19 of the bill are amendments to section 606 (5) and 
607 (d) to bring them in conformity with the amendment to section 
607 (b) proposed in section 18, above discussed. 

The law is quite explicit, Mr. Chairman, in prohibiting the payment 
of subsidy on ships over 20 years of age without special action by the 
Board. The purpose of that, of course, is to prevent ships of very 
obsolete type and design from being continued in service and to require 
their replacement with new vessels. However, when for one reason 
or another, a good deal of money is spent to recondition a ship, which 
then extends their life substantially in effective service, this simply 
provides that provision can be made to cover that, which is, I think, 
quite reasonable and quite wise. 


TAX TREATMENT OF RESERVE FUNDS OF SUBSIDIZED OPERATORS 


Section 20 of the bill would amend section 607(g@) of the 1936 act 
to provide that, if a voluntary deposit of earnings approved by the 
Maritime agency under the subsection after December 31, 1950, would 
result in an overpayment of Federal taxes for any year, interest would 
not. be allowed on such overpayment for any period prior to the date 
of approval of the deposit by the Commission. This amendment is 
considered desirable. It was included in the tax amendments proposed 
in accordance with the recommendations and the advice of the Presi- 
dent with respect to tax modifications. However, the amendment 
would further provide that interest on any deficiencies should not 
accrue until disapproval of the proposed deposit by the Maritime 
agency. 

Section 21 of the bill includes provisions relating to tax deferment 
for deposits made into the capital reserve fund and the special reserve 
fund of subsidized operators under title VI of the 1936 act. This 
section would continue the present full tax deferment of these deposits, 
which subsidized operators are required to make into the capital 
reserve fund, arising from gains from the sale and loss of vessels, depre- 
ciation, and also earnings or gains on amounts of required deposits. 
It would, however, reduce the present tax deferment with respect to 
deposits of earnings made into the capital reserve fund or the special 
reserve fund, so that there would be tax deferment only as tothe normal 
tax and surtax on corporations but not as to the excess profits tax, 

The Department of Commerce in its report of October 26, 1951, 
pointed out that these provisions depart from the President's ree- 
ommendations as transmitted in our letter of August 10, 1951. The 
President recommended full tax deferment on required deposits in 
the capital reserve fund, but in respect of other deposits of subsidized 
operators, he recommended deferment only as to the normal cor- 
porate tax, Section 21 of the bill provides for defermentof surtaxes 
as well as normal taxes. 

We feel that the present tax benefits under the Merchant Marine 
Act, 1936. should not now be completely repealed unless alternative 
fornis Of assistance as may be necessary are provided. The President 
in his letter to the Congress of July 31, 1951, expressed a view that 
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the level of present maritime tax benefits is excessive. He recognized, 
however, that, if these tax benefits are to be completely eliminated— 
careful consideration will have te be given to the possible effects of such action 
on our maritime industry and to the development of alternative forms of assist- 
ance that might be necessary to assure the maintenance of an adequate mer- 
chant fleet. 

In connection with that, Mr. Chairman, I think it is pertinent to 
look for a moment at the rates of corporate tax which were in effect at 
the time the 1936 act was passed, and which were those that naturally 
were envisaged by the Congress in providing, as is done in section 
607 (h), for tax exemption from all Federal taxes. 

At that time, according to the information I got yesterday, the 
first $2,000 of corporate Income were taxed at 8 percent, the next 
$13,000 at 11 percent, the next $25,000 at 13 percent, and over $40,000 
at 15 percent. 

There was some provision at the time for a sliding scale of additional 
tax for undistributed profits. 

It has been estimated that that might have represented a total bene- 
fit of something like 19 percent. Of course, as was discussed day 
before yesterday, the present total taxes run very substantially higher 
than that and are higher than was envisaged at the time. The fact 
that they have risen to that point has aroused on the part of the 
Treasury, and perhaps not without some justification, serious concern 
when it comes time to approve voluntary deposits by the operators of 
profits in their capital reserve or special reserve funds. 

The CHarrman. Those deposits would in some measure, be con- 
trolled by the Maritime Board, would they not? 

Admiral Cocnrane. They are controlled by us and could not be 
made without our approval, Mr. Chairman. We have gone to great 
lengths and studied very diligently a policy which could properly be 
envisioned for their approval. 

It is true, of course, that at the time the 1936 act was written, a 
somewhat static situation was envisaged—static as to the level of the 
trade-route requirements, static as to the cost of ships. And it was 
assumed that 1f an operator who had acquired a new vessel deposited 
her original contract price at 5 percent a year on the basis of a 20-year 
life, that at the end of her life he would have reestablished a fund 
sufficient to buy a replacement vessel. 

Of course, since that time the cost of ships has risen very materially, 
risen due to two causes: One, of course, the rising costs—inflation. 
I use that term not critically. And the other, of course, is the rising 
technical complication of vessels, the increased requirement which the 
vessels must meet. 

So that today operators are confronted with the problem of having 
to replace vessels some years from now, roughly 8 to 10, which they 
got through the operation of the Ship Sales Act at perhaps $100 or 
$120 a deadweight-ton with vessels which will cost them, even allowing 
for construction subsidies, something of the order of $500 a ton—four 
to five hundred dollars, somewhere in that zone. So that the money 
that they will require to have available to replace the present fleet is 
very substantially higher than would be accumulated through the 
operations simply of the required deposits in the capital reserve fund. 

It is our opinion clearly, then, that if the services are to survive, that 
the companies must amass additional capital in order to be able to 
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meet their requirements in the years ahead. We have attempted 
clearly to evaluate that. 

The capital reserve fund, of course, is specifically for that purpose. 
The special reserve fund is one into which they are required to deposit 
earnings in excess of 10 percent of their necessarily employed capital, 
not their net worth but their necessarily employed capital. When they 
make more than that they are required to deposit that in the special 
reserve fund, having made allowances for their other depreciation 
deposits. 

That originally was provided for two purposes: One, to permit 
recapture by the Government of any sums that might be due us through 
the operation of the excess profits; the other one to take care of 
periods of depression or of reduced business activity which might 
deplete their working capital. 

Actually, in recent years the practice has developed with the advice, 
I think perhaps the encouragement of the Appropriations Committee 
to offset payments of subsidy against recapture so that where it is clear 
that a company is operating in a recapturable status, we simply with- 
hold the operating subsidy payments. They are not paid to them. 
But the companies do amass certain funds in their reserve funds 
which, as I say, are specifically for the purpose of meeting protective 
operating recession. 

In our estimate of what money they will have available by the 
time their replacements are due we have allowed only for 5 percent of 
the capital necessary in that fund. We have even made estimates of 
their requirements for working capital. And it seems fairly substan- 
tial ratio of current assets to current liability of 2 to 1 would be rea- 
sonable. That is one which is quite frequently met in business, 

So that any funds they might have above a 2-to-1 ratio, if working 
capital has been charged off, we made allowance for the value of the 
ships turned in. We have allowed it at the scrap value, which is what 
has frequently turned up in the past 20 years. Some have said we 
should make a higher allowance, but a pretty careful study has been 
made of that and a determination made of the deficiency of the various 
companies in what we can estimate to be their capital reserve necessary 
by the time they come to replace their ships. If we find a deficiency in 
fact there, we have approved voluntary deposits. 

There is one further point I would like to make. Of course, they 
are required to have available only 25 percent of the estimated cost 
of new ships. We are not too clear that we are fully able—in fact, 
I am quite clear that we are unable accurately to estimate the value 
of prospective new ships, and my personal belief is that we should 
allow additional margin in that fund and perhaps approve up to 35 
percent of our estimated allowance. 

That is simply a provident view of assuring there is money avail- 
able clearly tagged for this purpose in the reserve funds—and in- 
cidentally those funds are controlled accounts which the company 
cannot withdraw without our blessing—so that when it comes time to 
replace the fleet it will be done without question. That, I think, 
in my own judgment is an essential element of this whole project to 
preserve and maintain, over the years to come, an adequate American 
merchant marine. That comes quite clearly into this question. 

We come next, Mr. Chairman, to section 21. Under section 21, the 
earnings or gains of any contractor holding an operating-differential 
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subsidy contract deposited in the reserve funds would receive the afore- 
mentioned tax treatment. Under existing law, only the earnings of 
the contractor receiving operating-differential subsidy would be en- 
titled to the tax treatment ; thus, if no subsidy was being paid, as was 
the case during the last war, the earnings of the subsidized operator 
would not receive any tax benefits. It will be recalled that this ques- 
tion was the subject of a congressional inquiry which led to the so- 

called closing agreements between the Treasury Department and the 
culidiliond operators in 1947; The Department of Commerce has 
expressed no opinion with respect to this change. The Bureau of the 
Budget in its letter of September 8, 1951, suggested that the change 
not be made. The Treasury Department in its letter of October 2 3, 
1931, called attention to this change and urged its deletion. 

In studying this thing a little further, it appears that the comments 
of the Bureau of the Budget and the Treasury are addressed to the 
possibility of a very broad interpretation of the new language in the 
bill, to which I have referred. 

The budget comments are that earnings—and I emphasize earn- 
ings—experienced during such a period as that of World War IT, 
when operating-differential subsidy payments were suspended, should 
not receive tax benefits. 

It has been said, and in my opinion quite correctly, that the language 
of the present law could be interpreted to prevent the deposit in the 
capital-reserve funds of the subsidized companies, even the proceeds 
of the sales of ships or the insurance indemnities to vessels lost, al- 
though that right to make up such deposits is otherwise granted to any 
American shipowner, including nonsubsidized owners, by section 511 
on a tax-deferred basis. 

I believe quite clearly that it was not the intent of Treasury or 
of Budget to deny that right to the subsidized operators. Clearly, 
subsidized operators should have corresponding privilege of deposit- 
ing in their capital-reserve funds proceeds of sales and insurance 
indemnities. 

The question now comes to the deposits of ere iation of the ships 
during the period of requisition for use by the Government, for ex- 
ample, such as occurred during World War IT, or any other disability 
to receive subsidy payments. 

Depreciation is, of course, an item of expense and is necessary to 
maintain the fleet, and manifestly should be continued to be deposited 
at the rate in effect before the change in subsidy status on the same 
tax basis then in effect. I think that that view is by no means incon- 
sistent, but quite in conformity with the views expressed by Treasury 
and Budget. 

Even while the ships are requisitioned for service by the Govern- 
ment during a period of emergency their age—as a matter of fact, 
they will probably depreciate even more rapidly than would be the 
normal case. It has been the view during the last war that depre- 
ciation during war periods probably doubled what it is in normal 
service. Surely the owners should not be denied the right to deposit 
their depreciation on a funded basis as they are required to do where 
the ship is still in normal operation, 

I think that is not in disagreement with the views of either Treasury 
or Budget. 
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There was transmitted with the report of the Secretary of Com- 
merce under date of August 10, 1951, to your committee, amendments 
designated “Tax amendment to be added,” which contained specific 
statutory language designed to carry out the President’s recommenda- 
tion with respect to tax benefits under the 1936 act. (See p. 29 of your 
committee No. 17.) The tax amendments were designated sections 
16 and 17, but for the purposes of the bill S. 241, as it passed the 
Senate, they would better be designated sections 25 and 24 and inserted 
just before the present section 23 on page 28 of the bill. 


SALARIES OF SUBSIDIZED OPERATORS UNDER TITLE VIL OF THE 1936 ACT 


Section 22 of the bill amends section 805 (c) of the 1936 act to 
permit payment of salaries by subsidized operators in excess of the 
present limitation of $25,000, with the provision, however, that for 
the purposes of determining the Government's right under the subsidy 
contracts, the $25,000 limitation continues to apply. The Department 
of Commerce has expressed the view that, because of the recognized 
increase of salary levels since the enactment of the 1936 act, and 
more particularly since 1939, it seems that this amendment is rea- 
sonable and not in violation of the original intent of the section in 
question, to prevent carelessly liberal expenditure of funds of the 
subsidized operator. 

DEFINITION 


Section 23 of the bill amends section 905 of the 1936 act and the 
amendments proposed in the bill so that. in accord with the Reor- 
ganization Plan No. 21 of 1950, effective May 24, 1950, the terms 
“Commission” and “Maritime Commission” when used throughout 
the legislation shall mean the Federal Maritime Board. the Maritime 
Administrator, or the Secretary of Commerce, as the context may 
require. 

You have before you (committee No, 17, p. 5) a letter from the 
Director, Bureau of the Budget. containing the advice of the President 
with respect to the measure under consideration. 

(Statistics submitted by Admiral Cochrane are as follows:) 


Privately owned ships’ operated in subsidized service as of pr. 1, 1952, by age 
group 
Cargo Con I l 
Year bu 

) we Joad-' 
Number | 7°80 Nu =e Number | Pead-weigh 

ms on ton 
1939 ] + 400 1 +, 400 
1040 - 1 105, 2) i 4} 7 1 14 2 
141 a0) 215, 308 l 4 ? 295 D5) 
104 12 LOS, 307 ? 108, 307 
144 351, 938 1, 03S 
14 ‘ (02, 70S 1 lt t 631, 810 
104 o4 608, 775 4 608, 775 
194 2 277, 111 7 7,017 4 14, 12s 
1947 ; 35, WHS 2 1Y, 254 1 55, 219 
Total 22 2, 404, 713 ‘ (i, 447 244 2, 571, 160 





iS. 8. Independence and 8. 8. Constitution excluded 
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Admiral Cocurane. Now, Mr. Chairman, that completes the com- 
ments on specific provisions of the bill. 

We have a table of suggested amendments which we could make 
available to the committee when it wants to get to that point. — 

The Cuatrman. Are there any questions, gentlemen ¢ 

Mr. Bonner. Mr. Chairman? 

The Cuarrman. Mr. Bonner. 

Mr. Bonner. Admiral, you listened to the testimony of the repre- 
sentative from the Treasury. He pointed out that this tax deferment, 
stated that the tax deferment would cause benefits to those who did not 
need them. Did you hear him? 

Admiral Cocurane. I did, sir. I have heard it before. 

Mr. Bonner. What is your reaction and opinion about that? 

Admiral Cocurane. I am a little mystified by that view, Mr. Bon- 
ner, because manifestly, of course, if.a company is not making money, 
is not accumulating profits, it is not in a very sound position. Cer- 
tainly it is not the intent of this to be, as I understand it, the support 
for companies that are not being adequately administered. 

On the other hand, those companies that are well administered and 
have been successful in their operations are the backbone upon which 
this industry has to depend. It seems to me not clear, not wise, that 
they should be given less adequate treatment than others. 

There have been some of the companies which are carefully held, 
carefully handled, that have done best in expanding their operations 
and expanding their fleet, in providing outstanding service, which is, 
of course, the thing that draws shipping customers. The customers 
come to those agencies where they get good service, where their ships 
sail on time and goods are delivered on time and in good condition. 

It is, of course, true that there are some services where the opportuni- 
ties are better than in others, but it is likewise true that they do 
respond to the best management. I do not believe that we ought to 
attempt to adjust and have responsibility placed on people in my posi- 
tion down there of selecting administratively or otherwise those com- 
panies which are considered to need help as distinct from those com- 
panies which have earned the right to get help. 

Mr. Bonner. Well, I was interested in that. 

Now, as I understand it, the subsidized operators, where their earn- 
ings show that they do not need the subsidy, the Board does not now 
grant the subsidy. 

Admiral Cocurane. Mr. Bonner, an operator—— 

Mr. Bonner. Well, is that right ? 

Admiral Cocurane (continuing) who is prepared to operate in a 
lane has a right to apply for subsidy, and the law is quite explicit. It 
not only authorizes us to examine his application, but directs us to 
examine it. And if he is prepared to meet those things which a sub- 
sidized operator has to meet—and they are somewhat onerous—and 
applies for it and believes that he needs, perhaps, not the immediate 
support thereof, but the backing which that might give him in case 
of a general recession in business, and is in a route which is found to be 
essential, we are directed, as I say, to give consideration to it. Then, 
as a matter of fact, whether he actually draws funds from the sub- 
sidy will depend upon the operation itself. He can have a subsidy 
contract and not get any subsidy payment. 

Mr. Bonner. That is what I meant. 
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Admiral Cocurane. That is perfectly clear, and there are several 
companies today in a wholly recapturable position. In other words, we 
are not paying them anything today. 

It is true, of course, a contingent liability does develop, and if 
difficulties should develop in the future, he has a right to come back 
and ask us for back payments should he absorb all his other means. 
Of course, we are continually liable for that during a period of any 
one accounting period, and those usually are 10 years Jong. At the 
end of that 10 years, however, that accounting period would close and 
that continuing liability is washed out, and he starts again fresh. 

Mr. Bonner. It goes over a period of 10 years / 

Admiral Cocurane. That is right. It gives him a chance to iron 
out any difficulties. 

Mr. Bonner. It gives you a cycle of 10 years to determine ? 

Admiral Cocurane. The 10 years is not specified. It shall not 
exceed 20 years, but it has been the practice to use 10-year periods, 

Mr. Bonner. Yes. I was wondering in the Treasury’s statement 
whether it might be a case of all operators having fair incomes and 
fair profits, but some operators having excessive incomes and ex- 

cessive profits being permitted to defer their tax payments, and there- 
by they would get benefits that they would not be entitled to, 

Admiral Cocurane. Mr. Bonner, during the period of the first few 
years that the 1936 act was in service, starting in 1939, with the out- 
break of war in Europe, and a serious deficiency in the total number of 
ships available in the world, there was no American reserve fleet 
which we could use to throw into the breech as we have done during 
this past winter. Ocean rates rose rapidly, as would be expected. 
There were several very profitable years until we got into the war and 
the shipping business was taken over. 

So there were several years in which the operators did profit largely. 
There was no profiteering in it. That was the general over-all ocean 
rate, and they benefited fr from it. 

Of course, during the period of the war itself they were fairly well 
guarded from risk in most services because their ships were requisi- 
tioned by the Government, and they were given some remuneration. 

So there was a substantial increase in the net worth of the companies 
during that period that the companies plowed it back into the industry. 
It has been viewed as. perhaps, unwise, and yet that was the purpose of 
the 1936 act—to develop a substantial American merchant marine. 
And the ships that were being operated and were available to the 
subsidized operators doubled during that period before the war and 
the period correspondingly after the war: whereas the number of 
ships being operated by the unsubsidized operators has in the over-all, 
L think, diminished, although I have not got the statistics on that. 

There was a time, I think ,when perhaps the approval of the volun- 
tary deposits was more liberal than might properly be the case. As I 
say, we have reviewed the situation very carefully to determine that 
any deposits approved at. this time were not only clearly available 
but are essential to meet this objective, which I described here a few 
minutes ago, of having reserve funds to make their deposits down on 
new ships when they are required of a type which we believe will be 
essential to provide modern ships for the American merchant marine. 

It comes back to the thing that I referred to yesterday. Unques- 
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tionably the operation of American ships is more expensive than the 
operation of foreign ships for several causes. The operating-dif- 
ferential subsidy provides basically that we should pick up, the 
Government should apply the difference in cost in five specific elements 
of direct operating costs: First, the difference in the wages of the 
ship as she stands and as she would cost the foreign-flag operator 
to operate that ship with the crew of the services furnishing the 
direct competition. It may be Norwegian, it may be British, it may 
be Italian, it may be Greek, or whatever line it may be that happens 
to furnish competition. And we estimate what that flag would re- 
quire to man the ship which we are operating and then compute the 
difference in direct wages. 

We estimate the difference in the cost of feeding, of subsistence, of 
the men actually on board the ship, not the passengers, but the crew 
and officers. 

We estimate the difference in the cost of Insurance. Well. of course, 
the basic insurance market is pretty standard. But an American 
ship is more valuable than a foreign ship, or worth more to the owner, 
-o her insurance cost is greater. 

We estimate also the difference in cost between the maintenance on 
board, the utilization of maintenace materials, 

We also estimate the difference in the cost of repairing these ves- 
sels in American shipyards as compared with what the foreigner has 
to expend in repairing in his own yards. 

So that those are specific items of direct operating expense, and we 
pay for the difference between the cost of our ships and the other 
fellow’s ships. 

Now, the basic cost of operation to the company is not picked up at 
all. A number of other items, vou can see, are not provided for. 

The law does permit us to pick up any other specific item where the 
American operator is at a substantial disadvantage, but so far that 
provision has not been used. to my knowledge—I[ think in no case. 
And we do not want to bring in new things of that sort, because they 
always lead to discussion, 

But that whole question, as I say, is a very involved one, and the 
Board and the Maritime Commission are confronted with the neces- 
sity for making these determinations on a perfectly sound basis which 
is subject to audit, and we are anxious to have them so made. 

Mr. Bonner. Well, you make the statement you know of no case 
in which that statement would apply and be accurate and true / 

Admiral Cocurane. Well, Ido not recall. Ido not think of one. 

Mr. Bonner. What in your opinion was in this witness’ thought 
when he made the statement’ It has a lot of weight with me. I 
want to get it cleared up. [| would like to have him come forward and 
clear it up and show us. That is the reason I am asking you whether 
it is possible that such a thing as that would happen. 

Admiral Cocurane. Well, I do not picture it happening, but I 
would like to hear further from him. 

The Cuatrman. I think Mr. Kirby is present today, is he not ? 

Mr. Drisconi. He is coming right along, sir. 

The Cuamrman. He will be available for questioning. 

Mr. Bonner. Other members want to ask the admiral, a very fine 
witness, some questions. 
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There is one other thing, Admiral, that has always concerned me, and 
that is the nonsubsidized operator operating In competition with the 
subsidized operator and seemingly carrying on a successful business 
and a profitable business. Now, just how is that done ‘ 

Admiral Cocurane. Mr. Bonner, under certain circumstances I 
is entirely possible for the nonsubsidized operator to do very well, 
and there are certain companies in this country that do exceedingly 
well as nonsubsidized operators. = 

As I say, they have certain latitude of action which the subsidized 
operator does not have-—the authority to move their ships to places 
where business is available and—well, IT have got prepared a list of 
the things here. 

Mr. Box ner. They have regularly scheduled routes and a scheduled 
timetable. and so forth. similar to that of the subsidized operators ; 
is that correct / 

Admiral Cociranr. Sometimes they do. 

Mr. Bonner. Do they not / 

Admiral Cocurane. Not all of them, sir. A number of them are 
operating in contract service. 

Mr. Bonner. They have scheduled sailings and scheduled routes / 

Admiral Cocurane. A number of them do. Some of the bigger 
ones lo. 

Mr. Bonner. That is the point that interests me. 

Admiral Cocurane. But they are not restricted to that service, Mr. 
Bonner. Mr. Isbrandtsen was here the other day 

Mr. Bonner. I understand they are not restricted, but they are 
maintained, 

Admiral Cocnranr. Yes: usually with some part of their fleet, 
having some other part available to go pick up things other places. 

Mr. Bonner. Then, on the other hand, the subsidized lines do like- 
wise, dothey not, with a certain part of their fleet that is nonsubsidized. 

Admiral Cocurane. The subsidized operator is not permitted to 
jump ships from one place to another without our authority. 

Mr. Bonner. Not with the subsidized ships, but with ships not 
subsidized ¢ 

Admiral Cocuraner. Even in those cases he is controlled pretty 
sharply by what we approve and agree to his doing, so he does not 
poach on the other fellow’s trade. 

Mr. Bonner. You do not control the nonsubsidized portion, do 
vou ¢ 

Admiral Coctirane. Oh, ves. He is not allowed to move in and go 
to places being handled by others without authority from us. 

Mr. Bonner. He can move in in competition to the nonsubsidized : 
can he not / 

Admiral Cocurane. Not without our blessing. 

Mr. Bonner. Without vour blessing? 

Admiral Cocuranr. No, sir. 

Mr. Bonner. Not without. He cannot take his nonsubsidized 
vessels and put them in competition over here with a nonsubsidized 
line that has got a scheduled run? 

Admiral Cocurane. He is clearly tagged with it. As a matter of 
fact, Mr. Bonner, knowing your interest in this thing, we got together 
the other day and made up a list of the requirements which we impose 
ona subsidized operator which I think may clear this point for you. 
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There are quite a number of things which are viewed by some of the 
nonsubsidized operators as being ri ather onerous. It might be worth 
running down these things if you want me to. 

Mr. Bonner. I think it would be interesting to the committee— it is 
to me—to get this cleared up. 

If it is agreeable to the other members of the committee, that is. I 
do not want to take up too much time. 

Admiral Cocurane. I think it is a rather involved question. As 
a matter of fact, I think that a number of the committee members 
who are, perhaps, not familiar with this thing would be interested 
in going through it. 

Mr. Bonner. I might say it would sum up over in the House for 
members who do not have the advantage that members have here, 
just in understanding this thing and preparing the membership of 
this committee so that they can ¢ Jear lv explain. 

Admiral Cocurane. I think it is very true. There are, I think, a 
good many people who assume that the subsidization guarantees 
profits to a company that holds a contract. That is not the case. 
It does not assure business to him in any way, and if he wants a 
contract and once takes a contract to operate on a service, he is bound 
to operate that service and to provide at least the minimum numbers 
of sailings unless he gets specific authority from us to deviate from 
that. 

I think if I might run through this thing—. 

The Cratrman. I think it would be well if you did, Admiral—— 

Admiral Cocurane. These are the major requirements tor a subsi- 
dized operator : 

1. The operator must own, purchase, or can and will build the neces- 

sary number of ships of the type, size, and speed required to maintain 
the service in such manner as m: ty be necessary to meet competitive 
conditions and promote foreign commerce. 

Now, those words “to meet competitive conditions” have been the 
subject of discussion, and in my own judgment it is not enough simply 
to meet them, but to meet them in my view means to surpass them, 
whic -h isthe only way we can get ahead with our own business. 

. The operator must maintain a stipulated number of annual sail- 
ings in the essential foreign service, route, or line for the period of 
the contract unless the Commission approves a change in his scheduled 
sailings. 

And those are laid down at the time the original contract is made, 
with a maximum and a minimum. 

3. The operator must make provision for a replacement-vessel pro- 
gram to insure constant continuity of service, as may be wale by 
the Government. 

And that is the thing to which we just addressed ourselves in con- 
ore. with the capital reserve funds. 

. The operator must maintain a capital reserve fund in which he 
waa deposit (@) depreciation on his soluidinid fleet and (4) proceeds 
of sales and insurance indemnities on any of these vessels which may 
be lost. This incidentally is a controlled account from which pay- 
ments can be made only for replacement vessels. In case of serious 
operating losses the Commission may permit the contractor tempo- 

rarily to withdraw from his capital reserve fund certain sums neces- 


























LONG-RANGE SHIPPING BILL 491 


sary to pay mortgages due but sums so withdrawn shall be repaid as 
soon as the contractor’s financial condition shall permit. 

In other words, he is permitted to borrow from his own money 
rather than go to the bank to borrow. 

5. The operator must maintain a special reserve fund in which he 
must deposit profits of subsidized vessels in excess of 10 percent of 

‘apital necessarily employed, for meeting future operating losses and 
repayment of amounts to the Government. 

As I say, that capital necessarily employed is a rather strictly de- 
fined sum, substantially less than his net worth. It includes only the 
actual money that he has in his ships in his fleet, the money that is in 
his reserve fund against building new fleets, and only working capital 
enough to pay for the operating expenses of a round voyage for his 
fleet. 

6. The operator may not pay dividends in excess of 10 percent of 
‘apital necessarily employed unless all subsidy has been repaid to the 
Government and his reserve funds are fully current. 

Incidentally, any of his dividends are subject to our approval. 

7. The operator may not, except with the specific approval of the 
Government— 

(a) Operate any chartered vessel under a subsidy contract. In 
other words, he is required to own them unless we give special approval 
for the operation of a chartered vessel. 

(6) Operate any vessel over 20 years’ old under a subsidy con- 
tract, without receiving approval, which is the reason we had that 
proposed amendment in the bill as it stands. 

(c) Engage in any auxiliary services directly or indirectly con- 
nected with the operation of subsidized vessels, such as stevedoring, 
ship repairing, ship chandlering, tow boat, or kindred services. 

(7d) Operate unsubsidized vessels in competition with other subsi- 
dized lines, That is the thing we were just talking about. 

Mr. Bonner. No; I was not talking about that—operating un- 
subsidized vessels in competition with other subsidized lines. I said 
unsubsidized vessels in competition with other unsubidized lines. 

Admiral Cocuranr. Well, as you see here, further, while operating 
a subsidized service, engage through ownership, operation, or charter 
of any vessel, in the intercoastal or coastwise protected trades of the 
United States, either directly or through affiliates, nor hold any pecu- 
niary interest In any person or vessel in such service. 

Mr. Bonner. That has not come to that yet that I am talking 
about. 

Go ahead, Admiral. 

Admiral Cociraner. Well, [think that is only with our permission, 
though. 

I am advised by my counsel that it is possible for him to operate 
against an unsubsidized operator without our authority. 

Mr. Bonner. That is just what I want to clear up here. 

Admiral Cocrrane. L think that is correct, Mr. Bonner. 

Mr. Bonner. I just think what is fair for the goose is fair for the 
gander. And if the American spirit, if the initiative—and we are 
afways talking about capital risk. We are talking about it now in 
our foreign-aid bill—interest in capital to go abroad and do these 
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things and protect capital instead of our giving it to some foreign 
group who scuttles their own country by misgovernment and mis- 
management. We just keep pouring money over into some of those 
foreign countries. 

If we could subsidize American initiative, ingenuity, and risk capi 
tal to go and do that, we would be doing something. 

And here when I think about our protecting the company by sub- 
sidizing a portion of their operation and permitting them with another 
portion of their operation to go in and seuttle American risk capital, 
it is close to me, and this is just what ]T want to develop and find out. 

What is the reason why they should be allowed to do this¢ If 
they select to be a protected entity of the American merchant marine, 
I do not think the vy should then have the opportunity. If the cream 
is good for certain gentlemen who want to risk their property and 
capital in playing a part in the American merchant marine, T think 
they ought to be protected somewhere, unless I can be shown why it 
should not be done. 

Admiral Cocurane. The operations of the subsidized operators are 
rather like living in a goldfish bowl and every move that they make, 
of course, is subject to review, and practically everything we handle 
is subject to public hearing or review. So that where subsidized 
operators want to do something or other which any other operator 
believes will be damaging to his operation, he has every right and 
obligation to come in and present his case for the Board’s information 
in connection with these hearings. And that is the very universal 
practice. 

We have hearings that stretch out over days in consideration of 
request by some one of the operators for approval of some authority 
to stop at another port or get a chartered vessel or change his routes. 
Or when the applications, of course, for subsidies themselves come in 
they are subject to very extensive hearings. 

Mr. Bennerr. If they do not have to go in and ask vou what they 
are going to do with regard to unsubsidized vessels, how would the 
unsubsidized lines have any protection to come in and object / 

Admiral Cocurane. I mean there are not very many. Most of the 
operators who are operating on subsidy are pretty well limiting their 
operation to the subsidized operation. Those, of course. are very 
clearly controlled by the maritime. 

Mr. Bennerr. Excuse me for interrupting. IT have just one more 
question. ' 

If a subsidized line wanted to do something with an unsubsidized 
vessel, vou would not have any hearing on that, would you, in which 
other lines could come in and object ? 

Admiral Cocurane. Tam sorry. T missed that. Mr. Bennett. 

Mr. Bennerr. If the subsidized line wants to do something that 
involves only its unsubsidized vessels, there would not be any goldfish- 
howl arrangement there / 

Admiral Cocuranr. No. 

Mr. Bennerr. Any hearing there? 

Admiral CocHRANE. No, except, of COUTSe, the proceeds ot his Op- 
erations are required to be turned in: so they are pretty well lim- 
ited. If he is operating that Way. his profits are reflected in the other 
operations of the company. It is quite an involved problem. 

Mr. Bennerr. Thank you. 
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Mr. Bonner. I have just always felt like, Admiral, that guaranty 
means security, and where Tam 50-percent subsidized Tam guaranteed 
security. And then I can be a free lancer elsewhere against those who 
are trying to build up at risk of their own capital. The nonsubsidized 
man goes out and builds up a trade someplace at his own risk, and 
the subsidized man builds up a trade that. I might say, partially is 
done at the Government's risk. This man goes out and free lances, 
progressively building up a trade, and after he has built it up, then 
it is difficult for me to stand for the subsidized man to come in and 
cut him down. 

Admiral Cociurane, I agree with you unqualified on that. 

Mr. Bonner. What is that / 

Admiral Cocurane. Lagree with you fully on that. 

Mr. Bonner. That happens, does it not ¢ 

Admiral Cocurane. Tam not conscious that it does. T cannot say 
it does not positively, but Lam not conscious it does. 

Mr. Bonner. [f it does not happen, then T have got off on the wrong 
understanding, but T understand it does happen. 

Admiral Cocurane. There have been cases where the unsubsidized 
people have come in, the reverse, with service being supplied. 

Mr. Bonner. IT grant them the right. 

Admiral Cochrane. That is right. We do not question that. 

Mr. Bonner. T grant them the right. If they got the courage to 
go in and fight. I grant them that right. 

Admiral Cochrane. We, of course, do not approve a fellow who just 
comes into a line and breaks into it. We do not approve an applica 
tion for subsidy from him unless he be in the service long enough to 
assure there is available business. 

Mr. ‘TOLLEFSON, Will the gentleman vield there / I am interested 
1) this question, too. 

Mr. Bonner. I vield. 

The Cuairman. Have you concluded, Mr. Bonner / 

Mr. Bonner. I vield to Mr. Tollefson. 

Mr. Touuerson, Just one question on the same point, 

When you were asking the admiral whether or not this thing 
occurred which concerns Vou, | noticed several individuals in the room 
shaking their heads. The admiral says he is not conscious of it having 
taken place, but somebody else has shaken their head indicating that 
it has not taken place. 

I wonder if anybody really knows. Does anybody here know ? 

Mr. Thomas A. Barrie (Lykes Bros. Steamship Co.). Mr. Chair- 
man, Tam not a witness here, but would you go off the record a half 
a minute, sir? 

The Cuainman. Well, we will have it on the record. Give your 
name to the reporter, 

Mr. Barrier. My name is Thomas A. Bartle. Lykes Bros. Steam- 
ship Co, 

IT can say, sir, that there today is possibly three such cases where a 
subsidized company operates a leg of a nonsubsidized service. It is im 
existence only after positive authority enined from the Maritime 
Commission. 

The Ciamman. State the names of the companies, please. 

Mr. Barrir. I can think of two such operations, one by Grace and 
one by United States Lines. They are under the constant watch of 
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the Maritime Commission. They reserve the right to withdraw that 
authority on any day’s notice. It is absolutely impossible for a sub- 
sidized operator to engage in a nonsubsidized service against any other 
line, be he subsidized or nonsubsidized, without the written approval 
of the Maritime Commission. Iam not a lawyer, sir, but I know that 
is actually the working of it. 

Mr. Bonner. That is different from the answer you gave me, 
Admiral. 

Admiral Cocurane. That was my clear understanding, but I did 
not find it in the notes before me, so I did not want to stand on it. 

1 will have to admit some of the ramifications of this which do not 
turn up in our lives normally get off our fingertips. 

I say I am not conscious of any such case or any complaint to that 
effect. 

Mr. Bonner. There is then—— 

Admiral Cocuranr. Do you want me to finish these, Mr. Chairman ? 

The Cramman. If there are such cases, Admiral, will you certify 
them for the record ¢ 

Admiral Cocurane. Yes, sir; we will be very glad to. 

Mr. Suecitey. Mr. Chairman, in addition, would the admiral at 
the time give us a very clear answer of his position to the question 
Mr. Bonner raised? At this point I think there is some doubt about it. 

Admiral Cocuraner. I say to my knowledge, Mr. Shelley, there are 
no such cases. 

The Cnamman. And the Chair asks if the record indicates there are 
such cases, that the information be transmitted to the reporter for 
inclusion in the record. 

Admiral Cocrrane. I will be very glad to do that. <I say I am 
conscious of none. 

(The information referred to is as follows :) 

The Merchant Marine Act, 1936, as amended, does not specifically cover the 
matter of operation of nonsubsidized vessels by subsidized operators in competi- 
tion With operators who receive no operating-differential subsidy under the act. 
However, under the provisions relating to the consideration of applications for 
operating-differential subsidy and the award of contracts for subsidy, particu- 
larly section 608 (a) of the act, authority is granted to include terms and condi- 
tions considered necessary to effectuate the policy of the act. 

Pursuant to this authority, the following provisions have been included in the 
Standard Part Il of all operating-differential-subsidy contracts. 

“TT-16. Competition —(a) Without the express approval of the Commission, 
neither the Operator nor any affiliate, subsidiary, associate, or holding company 
shall operate or cause or permit to be operated any unsubsidized vessel owned 
or controlled by any of them in competition with any subsidized service of the 
Operator or in the foreign commerce of the United States in competition with 
any other service, route, or line receiving financial aid pursuant to the provisions 
of the Act. 

“(h) Neither the Operator nor any affiliate, subsidiary, associate, or holding 
company shall operate or cause or permit to be operated any nnsubsidized vessel 
owned or controlled by any of them in the foreign commerce of the United States 
in violation of such rules and regulations as the Commission may adopt.” 

Since the largest part of American-flag dry-cargo operations are performed on 
trade routes on which a subsidized operator is operating, paragraph (2) above 
limits the areas in which a subsidized operator could operate with nonsubsidized 
vessels. Additionally, it is clear that part (b) covers competition between 
nonsubsidized vessels of subsidized operators and nonsubsidized vessels. By 
Administrator’s Order No. 5S, the Chief, Office of Subsidy and Government Aid, 
is authorized to appreve requests from a subsidized operator to perform “a 
vovage by a ship not assigned to a subsidized service but owned and operated by 
a subsidized operator or related company for operation on any foreign route, 
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line, or service, in Competition with any other United States flag operator.’ This 
order further provides, as a condition to the approval of any such voyage, that 
where, in the opinion of the Chief, Office of Subsidy and Government Aid, the 
voyage would have a serious adverse effect on any other United States flag 
operator, the applicant shall first secure consent for each such volage from the 
other operator. The Administrator’s order referred to above was distributed 
to the subsidized operators and they abide by this policy and submit requests for 
approval of such voyages. 

In addition, where an operator, whether or not subsidized, charters vessels 
from the Government under the Merchaut Ship Sales Act of 1946, as amended 
by Public Law 591 (SIst Cong.), such charters can be entered into only after 
a finding by the Federal Maritime Board subsequent to public hearing that the 
charter is for a service “which is required in the public interest and is not 
adequately served, and for which privately owned American-flag vessels are not 
available for charter by private operators on reasonable conditions and at reason- 
able rates for use in such service.” 

It appears from the above that the consent of the Administration is required 
before a subsidized operator undertakes a voyage with a nonsubsidized vessel 
in competition with a nonsubsidized operator. In no case so far as I know is 
a subsidized line operating nonsubsidized vessels in competition with a non- 
subsidized operator without having first received the permission of the Admin- 
istration. 

For the information of the committee, to my knowledge there are only three 
cases in which operators are now operating owned vessels on other than their 
subsidized routes. <A brief description of these operations follows: 

The American President Lines operates vessels on trade route 17—freicht 
service C-2 (Atlantic coast-Straits Settlement service). The former Maritime 
Commission, after a public hearing in 148, authorized such operation without 
subsidy. An application by the American President Lines for subsidy for such 
service is pending. 

Grace Lines has been operating a service on trade route 4 (United States 
Atlantic-Caribbean ports) since 1937 when it purchased the line that was then 
already established in that service. Grace has since applied for operating- 
differential subsidy on trade route 4. 

United States Lines (o., the established subsidized operator in the North 
Atlantic Service, trade route 7, is operating a service on trade route 8S (United 
States North Atlantic ports-Belgium and the Netherlands). Prior to 1948 trade 
routes 7 and 8 were combined as a single trade route. The present service is 
provided by vessels purchased from the Maritime Commission in 1948 for service 
on trade route 8. Hearings under section 605 (¢) have recently been concluded 
by the Federal Maritime Board in connection with this operator's application 
for operating-differential subsidy on this route. 

Admiral Cocnraner. To go back to this list of things that are im- 
posed on the subsidized operators, subparagraph 7 (e) of the things 
the subsidized, operator may not do without specific approval: 

(e) While operating a subsidized service, engage through owner- 
ship, operation, or charter of any vessel, in the tntercoastal or coast- 
wise protected trades of the United States, either directly or through 
affiliates, nor hold any pecuniary interest In any person or vessel in 
such service. 

(f) Effect any merger or consolidation, or directly or indirectly 
embark upon any new enterprise or business activity not connected 
with the business of shipping. 

(7) Own, charter, or act as agent or broker for, or operate, any 
foreign-flag vessel] competing with anv American-flag service deter- 
mined by the Government to be essential. 

Mr. Suetiry. May Lask a question at that point 4 

The Ciaran. Yes. 

Mr. Sueviey. Is that the actual situation, Admiral? And IT will tell 
vou why: L have heard some comment made of the situation of Ameri- 
can Export who also acts as an agent in this country for a foreign 
line which is in almost the same trade-route service. 
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Admiral Cocurane. This is covered by section 804 of the act. As 
vou say, that exists, and these are the things which he may not do with- 
out specific approval. 

In the case of the operation of American Export Line, it is the agent 
for the Italian line, and specific approval has been given for advan- 
tages which acerue to us, to the American Export Line through that 
service, particularly in connection with the handling of third-class 
passenger immigrants from Italy, which has been very advantageous. 

It has been particularly reviewed and,as a matter of fact, is extended 
at the moment under a special extension pending some further study. 

Mr. Suenvey. In the judgment of the Board there were benefits to 
the American operation that came from this operation / 

Admiral Cocuranr. Benefits derived by American operation came 
through that particular waiver, and was specifically granted. And 
that is the case in every one. If there is advantage to us, we have ap- 
proved some waivers of that sort. There are a limited number and 
they are reviewed from time to time. 

(h) Operate any unsubsidized vessel in the subsidized service of 
the contractor. 

(7) Dispose of any interest in the subsidy agreement or make any 
agreement for maintenance, management, or operation of the service 
by others. 

S. No employee of the operator may receive a salary in eXcess of 
£25,000 per year. Proposed to be amended in the bill to remove the 
limit of what may be paid, but to maintain the limit charged insofar 
as computing recapture of operating profit. 

Mr. Bonner. We just passed a bill not long ago permitting it to 
go up to $25,000, Now there was a limitation before, a limitation 
now. As it is, it Is not a limitation, it can go right on up, can it not 4 

Admiral Cocurane. It is worded now, Mr. Bonner, so that it 
would limit the amount they could charge as part of their expenses, 
which we would review in all of our financial arrangements with 
them, to $25,000, 

If they could pay more than that out of their company’s other 
funds—in other words, for purposes of accounting with us, 825,000 
is the maximum we would allow. But if they paid more than that, 
they would pay it out of the company’s funds, out of their proceeds 
which might otherwise go to dividends or other proper purpose. 

Mr. Bonner. This 825,000 comes out of their funds, does it not ? 

Admiral Cocurane. The 825,000 allowed as an expense is approved 
by us in our auditing of their accounts, 

Mr. Bonner. T say the 825,000 comes out of the company’s funds, 

Admiral Coctraner. Yes, clearly. 

Mr. Bonner. So what this means, it takes off the limitation 4 

Admiral Cocuraner. It takes off as to the salary the officer of the 
company may receive, but allows them to charge against their funds, 
which we approve as authorized expenses of the company, but not 
more than 825,000, So that so far as our computation, their profit 





and so on 
Mr. Bonner. In other words, it takes their limitation off unless 
you approve their paying it 4 
Admiral Cocurane. We could not approve paying more for pur- 
poses of auditing their books, for determination of the 10-percent 
allowable profit. 
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Mr. Bonner. Just tell me if Tam wrong. At the present time there 
isa limitation of S25,000 4 

Admiral Cocurane. That is right. They are not allowed to pay 
more than that from any source, ) 

Mr. Bonner. Now, would the enactment of this, then with your 
approval they can pay anything they want / 

Adiniral Cocurane. Even without our approval. 

Mr. Bonner. Without your approval 4 

Admiral Cocurane. But they could not charge against the normal] 
expenses of the company which we would review for determining 
their profit, more than $25,000 of that salary, whatever it may be they 
were paying. 

Mr. Bonner. Then in effect it would come out of that part which 
they would have ordinarily put in their fund ¢ 

Admiral Cocurane. That is correct, or distributed as dividends to 
the stockholders, or whatever use they wanted to put it. There is a 
limit. 

Mr. Bonner. Just a short while ago we raised this limitation, 
This committee passed out a little bill here raising this limitation 
from something up to $25,000, as T remember. 

Admiral Cocuranr. I thought that had been of some standing, 
Mr. Bonner. 

Mr. Bonner. That is all right. [T will not belabor this. But any 
way, this permits without any review from you other than that part 
affecting subsidies / 

Admiral Cocuraner. That is correct. 

Mr. Bonner. And to get subsidies, you have vot to show a cause 
for subsidies / 

Admiral Cochrane. Yes, sir. They have around 10 percent of 
their capital necessarily employed which they can distribute as they 
see fit—plow back in the business, declare dividends, or whatever pur- 
pose they want. We do not judge that, except we do not let them 
declare dividends when we think they are excessive. 

%. The operator must use only materials and supplies of United 
States origin. In other words, he is required to outtit his ship, do 
his things here. 

10), li fty percent of the prolits of the operator in excess of 10 per 
cent of capital necessarily employed are liable for recapture up to 
the amount of operating subsidy. 

In others words, eXCess profits bevond 10) percent are divided 50-50 
bet ween the operator and ourselves. 

11. The operator shall conduct its business in the most economical 
and efficient manner, 

Actually we do review and check subsistence costs and so on to make 
sure he is accruing as much profit as possible which, of course, mini- 
mizes the amount of subsidies we have to pay. 

So that those are conditions which some operators have found more 
onerous than they wanted to assume. 

The CuatrmMan. Mr. Allen. 

Mr. Auten, Admiral, I noticed once or twice in your statement it 
seemed to me your comments were somewhat restrained, possibly in 
deference to differing views of the President which, I take it. is quite 
according to custom in presenting a statement. But Tam curious as 
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to whether vou have any views that are not exactly in accord with this 
statement concerning the bill, or in addition to the statement, which 
would give us the benefit of your personal opinion and personal ex- 
perience with regard to this problem. 

Admiral Cocuranr. Well, Mr. Allen, that, of course, is a difficult 
question for a man in my position to answer directly, because I am, 
of course, here representing not only Maritime Commission but the 
administration itself, 

It is perfectly true, of course, that my specific objective is the fur- 
therance of a well established, healthy American merchant marine, 
and I believe that there are requirements to provide for the replace- 
ment of the vessels of the nonsubsidized operators, because they are 
a very important element of the total maritime strength of this coun- 
try upon which we rely in the event of an emergency. 

The question of how that should best be done, of course T think 
does need more study. There is not any question we have had great 
difficulty, as you know, in even administering the law as it now reads 
as apphed to the subsidized operators. And there has been very 
serious criticism and a great deal of effort in attempting to evolve 
better means. 

So I believe for present purposes the decision of the White House 
is wise not to enter into this thing precipitously and to perhaps assure 
we get the best answer in the long haul. I do believe it does need 
doing. I believe that very strongly. 

As to the question of the amount of tax deferment which should be 
granted for the funds voluntarily deposited by the companies, mani- 
festly, of course, from the point of view of the Maritime Adminis- 
trator he would like to have the incentive of the operators to deposit 
their funds as large as possible. 

I do believe unquestionably, however, as I pointed out, = with 
the law as it is now worded, and having been written 17 years ago, 
that the benefit which does derive from volunt: ary denenii or these 
other deposits, in fact, this provision of section 607 (h) of total ex- 
emption from Federal taxes is far more beneficial than was ever in- 
tended and is, perhaps, more beneficial than Is necessary to accom- 
plish the purpose for which it is set up. 

I think that is true, and if there was a more reasonable figure for 
that there would be less objection for doing that, and we might get 
even greater amounts of deposits than we are now getting. L think 
it works two ways. 

As far as the replacement of the vessel of the nonsubsidized operator 
is concerned, it is a serious question in my view because they are now 
permitted only to handle their things in the normal depreciation 
fashion over a long period of 20 years, because the Treasury has, I 
think, perhaps wisely, viewed these ships will survive more than 20 
years, Which they probably will. There has not been means of turning 
them in, so something is needed in that direction. Just what it should 
be, what is the wisest thing to do, T will have to admit I am not pre- 
pi ared to testify. 

We are in the same position about the question of the operation of 
title V as apphed to replacement even of the subsidized operators. 
The provisions that are in the bill today have proven themselves to 
be substantially unworkable under the present arrangement. But 


aaa an 




















LONG-RANGE SHIPPING BILL 499 


that is a thing which the special committee is going to look into, I 
hope. That needs review, too, and I think they could well be married 
and straightened out at a future date. 

Mr. Auten. Would one of the alternatives to the present scheme of 
building up the merchant marine be some further extension of build- 
ing ships. as has been done with the marimers ¢ 

Admiral Cocurane. That, I personally believe, is an emergency 
measure, Mr. Allen, and it is far better to do the job to meet specifically 
the demands of the various shipping lines rather than to have us burst 
in and decide what we believe to be the best all-around ship, and to go 
ahead and build it. That we had to do at the time the mariners were 
started. It was a very critical situation, in my own judgment at that 
time, and we had any number of ships which, as I mentioned here 
earlier, were completely unsuited to go into a forward area if there 
were active enemy opposition, 

I speak of that with a good deal of feeling, because I believe we were 
very fortunate in both the European theater and the Asiatic theater 
in World War IT in having the enemy applying effort, in Europe, pri- 
marily to cities and bases in England, rather than applying his effort 
against shipping. 

In the Pacific, on the other hand, the Japanese, for reasons that are 
not entirely clear to me, assigned a great deal of their submarine 
effort in the support of army units that had been bypassed by the 
advance westward and in other than attack on our merchant supply 
fleet. And it was possible there to run ships without even zigzagging 
over long areas, with no escort, nothing else. 

Had the Japanese applied their submarine attack vigorously to our 
merchant-marine vessels they would have made the Pacific campaign 
far more difficult than it proved to be. You can see yourselves how 
we were moving millions of troops into Europe. They would get 
aboard, come in on a trooper, cooped up—completely ineffective. and 
could have been handled by air, instead of being permitted to get 
ashore, thoroughly equipped, trained, and transported across the 
Channel, as they were in June 1944. 

That would have been a far more difficult problem to handle. and 
] am sure it is unreasonable to expect that mistake would be repeated 
so that we can expect, in my own judgment, serious opposition to over- 
seas transport. 

Yet, unquestionably, we are dependent upon that for the bulk of 
the transport, certainly of materials. Whether the air can handle 
the men is perhaps a debatable question. But surely for the support 
of ground forces, even the air itself. in an advance theater, ships are 
essential, and they must be ships that are adequate to get not only 
themselves through but to get the embarked cargo through. The 
ship itself may be worth $5 or S86 million, but the carge worth is 
invaluable if it is just that particular volume of military material 
which is needed to finish a campaign or begin a particular engage- 
ment. We did not have enough of those ships and do not have them 
yet. although the Mariners are a good start. 

Mr. Auven. I was thinking with reference to this problem. with 
regard to Mariners, there is no indication of their being a desirable 
substitute for the building of ships by the companies that are plan- 
ning to operate them through the use of their own funds in good 
part ¢ 
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Admiral Cocuranr. As T say, Mr. Allen, my own personal convie- 
tion is that where a company is going to invest its own funds in sub- 
stantial part for a ship, they should have the privilege of having that 
ship designed to meet particular requirements, so each ship were 
tailored to the needs of the particular fleet to which it would ulti- 
mately be assigned. 

Mr. Sueviey. Would the gentleman vield at that point ? 

Mr. Auuen. I yield. 

Mr. Snetiey. Admiral, is it possible at all to have an efficient 
merchant marine today unless you have vessels built with specifica- 
tions for a definite trade in the light of mechanical improvement 
and the custom we have built up in this country to be used to certain 
conveniences? Is it not true that the mass assembly job of building 
just does not meet the conditions in trade today 4 

Admiral Cocurane. T think that is true, Mr. Shelley. The ships 
go into various areas. Some of them habitually go into tropical areas. 
Some of them habitually operate in more temperate zones. ‘Those 
require somewhat different treatment. 

Ships have varying requirements for refrigerated deck cargo, vary- 
ing requirements for deck loads or for various other things. Some- 
times the size of hatches. In the Marines we have provided hatches 
that are bigger than ever put to sea before. They are big enough now 
for anything that turns up. They are 30 feet by 40 feet. But those 
are special conditions. 

It is far better to design the ship to fit particular trade. Some 
trades, for example, those that go to Buenos Aires, have draft Jimni- 
tations. We believe in the main these ships can be accommodated to 
that. 

But there are even some places where the Army has objected be- 
cause they say we have not provided enough small ships in our pro- 
gram. Where the harbors are so limited as to dimensions, they claim 
it is difficult to get a Mariner into them. Tam not fully convinced 
of that, and Tam likewise convinced we can get a good many small 
ships from other places if we need them. 

There are always those things turn up. 

If a fellow ts going into a trade route, he wants to have the ship 
that is best adapted to that service. T agree that where an operator 
has specific requirements they should be built into the ship. But we 
did find after World War If that various operators could take the 
standard ships of the World War period and adapt them without 
well, in some cases more expense than others. In some of those cases 
the expense of adaptation has not been finally adjudicated by the 
Board yet, so vou can see they are not simple. 

Mr. Suetiey. Well, it is perhaps easier to do that with a dry- 
cargo vessel / 

Admiral Cociurane. Yes. With a passenger vessel it is quite im- 
possible to do. There is no question about that.  [ was addressing 
myself particularly to the cargo type. Even the tankers are not uni- 
versal. There are specialties in them. 

Mr. Sueciey. Thank you. 

Mr. Auuen. Admiral, getting back to this possible substitute for 
the present system, Mr. Kirby mentioned a direct subsidy as being 
preferred to a tax benefit from his standpoint. Would vou agree that 
a direct subsidy, which T take it would involve the planning of a ship 
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und then agreement between the Government and the operator that 
the Government would pay so much money and the operator the bal- 
ance, Would furnish an incentive to the operator to keep as much of 
his money out of the transaction as possible rather than to put as 
much of his earnings back into the business as he could / 

Admiral Cocurane. | gathered, Mr. Allen, that Mr. Kirby’s com 
ments were directed rather to the operating part of the subsides than 
otherwise. But even in the construction programs, of course, there 
are different views in the different companies as to whether it is wiser 
to clear up all indebtedness on the ships and have them ¢ ie see free 
on the books or whether they should carry them along with only the 
payments that are specifically required. As I say, those are differ 
ences in financial policies of the various companies, 

But one cannot escape the fact that security of the program is 
of the utmost importance to men who are engaging ina financial opera 
tion of this sort. in which the units of capital are very large, which 
is certainly true of the shipping business, and that they need to have 
some sense of security over the long haul in the operation of the 
program. 

Of course, on a direct-subsidy basis, the question of expedieney in 
the national financial policy always turns up. and things that we had 
thought sometimes were quite well established and secure are chal 
lenged each year and completely disrupt any long-range planning, 
and that makes it a very difficult operation for people who are depend- 
ent upon such aid as they may get from the Government. 1 think 
that is one of the things that has caused the most difficulty, the most 
concern, in the minds of the industry in connection with the difference 
bet ween direct subsidy as against this tax scheme. 

I think evervone would agree that we would like to be able to estab- 
lish clearly and specifically from time to time what goes on: and I 
defer. of course, to Treasury 's judgment as to the problems in working 
out the amount of the subsidies that we derive from this source. But 
it has worked over a period of years withtout question, and the very 
fact that the net worth of the companies has increased—the thing 
for which they have in some areas been eriticized—does show that the 
system that has been evolved has been effective. 

Now, the question as to whether the taxpayers are losing through that 
operation as opposed to the other scheme of a more substantial tax 
and then a direct subsidy, | think. is debatable because these ships 
themselves, when they are needed in case of emergency, are worth 
their weight in gold. 

I do not believe. and T cannot agree, that that money is wasted or 
that the Government is not getting its value from it. They certainly 
have established that bevond any peradventure several times in the 
past quarter century. 

Mr. ALLEN. Does it come to your attention there might be any other 
means of keeping those ships available that would cost the Government 
any less money than it costs under the present operation ¢ 

Admiral Cocorane. T thought a good deal about that, Mr. Allen. 
I will have to admit that T have not been inspired with any other 
scheme, 

Mr. Auven. That is all. Thank you. 

The Cramaan. Any further questions 
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Mr. Benner. Could I ask a question ¢ 

The Cuamman. Mr. Bennett. 

Mr. Bennerr. Do you feel, then, that the method of turning back 
in taxes, exemption or deferment, is a better method than a ton-mile 
subsidy type of thing? 

Admiral Cocurane. The ton-mile subsidy, Mr. Bennett, is one 
which was tried, and it has a good many difficulties. 

Mr. Bennerr. Any other than political ? 

Admiral Cocurane. Well, I think so, although admittedly that is 
a difficult one. 

The problems of the cost of moving various elements of cargo in its 
various differences turn up. Cargo, of course, is moved at various 
levels. Certain types of cargo, bulk cargoes, to which we have re- 
ferred, are moved quite cheaply. Other types of cargo are quite ex- 
pensive to move. So that to evaluate a ton-mile basis as a basis of 
subsidy is quite a difficult administrative job—in other words, to come 
out quite with an equitable result. 

Mr. Bennerr. You could concede the point, I believe, that perhaps 
the political difficulties on a ton-mile subsidy might be less today in the 
present knowledge of the general public as to the need for subsidization 
than they were back when they had a ton-mile situation, do you not ? 

Admiral Cocnkaner. I believe that is true, sir. 

Mr. Bennerr. Would you say that you feel the shipping industry 
needs assistance because of lack of profits in order that we may have 
enough American bottoms to carry the things that we would like to 
have carried ¢ 

Admiral Cocurane. I am quite sure, if there were not some assis- 
tance given, Mr. Bennett, that it would be impossible for American 
operators in the long haul to run in competition with foreign-flag 
vessels which are operated very much less expensively. That unques- 
tionably is true. 

Mr. Bennerr. And that is true because of lack of profits / 

Admiral Cocurane. Well—— 

Mr. Bennett. Or not. Tam asking a question. 

Admiral Cocnkane. Oh, yes. As a matter of fact, Mr. Bennett, in 
1950, just year before last, of the 13 subsidized companies which we 
now have, only 3 showed voyage profits. Aside from any question of 
overhead operation of the company, only three of them showed voyage 
profits at the end of the year from direct voyage operations, without 
any provision of subsidy. Three out of thirteen. 

Mr. Benner. There are a few things that disturb me about this 
bill we have before us at the present moment, and the type of subsidy 
involved in it. 

One of them is, it is not clear to me that the subsidy has any very 
clearly defined connection with military use. The other one is that I 
would like, if possible, to minimize the complicated aspects of the 
ivpe of subsidy so it might be more open to the public. 

I would like to ask you first: Is there not some way in which we 
could be more assured through this legislation that when a dollar was 
ade available to a company that dollar would find its way into mili- 
tary benefits for the United St ates Government in the same proportion 
throughout the whole industry instead of capriciously as bet ween vari- 
ous companies? Do I make myself clear / : 
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Admiral CocHrane. Tam not too sure I understand what the ques- 
tion is, Mr. Bennett, but I do not believe that the administration of the 
act as it now stands should be characterized as capricious. 

Mr. Bennerr. Then will you please explain to me under this re- 
fund on taxes, the deferment on taxes, how there could be any very 
solid connection between a dollar going to X company and a dollar 
going to Y company as to whether or not you are going to get ships 
which are going to be able and available for combat or military use 
when some of these ships which are going to be brought under it 
are not even conceivably ships which can be used in military use, and 
when the amount of benefits going to each individual company is going 
to vary depending upon the financial strength of that particular 
company ¢ 

Admiral Cocnrane. Mr. Bennett, to go back to your question of the 
tvpe of ship that will be produced as a result of this accumulation of 
capital reserve funds, none of them, of course, are military vessels. 

Mr. Bennerr. I mean for military use. 

Admiral Cocurane. They are all available for military use. And 
in the last show all of them were taken over. 

We have international commitments today with North Atlantic 
Treaty nations that the merchant fleets of all of the nations involved 
will be taken over and controlled for the benefit, economic and military 
benelit, of all the nations involved. 

Mr. Bennerr. Do you mean to tell me that all ships used by the 
unsubsidized lines. every vessel used by the unsubsidized lines, is a 
vessel which will be taken over by the Federal Government in time of 
war ¢ 

Admiral Cocuranr. That is right. That is clear. And their op- 
eration will be allocated to whatever service it may be—either sup- 
port of the domestic economy, support of the war economy, or for 
the transport of military goods. 

Mr. Bennerr. In other words, none of this money going back for 
construction of vessels, then, could find its way into a bottom which 
could not be used in time of war ¢ 

Admiral Cocurane. That is right. And every bottom for which 
this money is expended is specifically approved by us as a type, and 
I think in every case — to by the Navy Departme nt, as a type 

vecifically provided for in military service. There is no question 
Bi that. 

Mr. Bennetrr. So there would not be any tax exemption or defer- 
ment unless it goes to bottoms which you approve as being available 
for military use ¢ 

Admiral Cocurane. That is specifically so. 

Mr. Benner. That leads to the second part of my question. Is 
there not some way in which we can get assistance to these people which 
would be more easily observed by the public than this system of de- 
ferment or postponement 

Admiral Cocuranr. Let me read you that section I just referred 
to: 

The Commission shall submit the plans and specifications for the proposed 
vessels to the Navy Department for examination thereof and suggestions for 
such changes therein as may be deemed necessary or proper in order that such 
vessel shall be suitable for economical and speedy conversion into a naval or 
military auxiliary or otherwise suitable for use of the United States Govern 
ment in time of war or national emergency. 
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And that invariably follows, 

Mr. Bennerr. You say it follows. This is something new we are 
getting into now. 

Admiral Cocurane. This is in substance the original 1936 act, 
These amendments are simply to extend the use of these things. This 
is an amendment to existing law. 

Mr. Bennerr. Tam relying on you gentlemen now. ‘This bill is 
not going to make any money available through deferment of taxes 
unless that money is going to be used in a vessel which is approved 
by the Maritime Administration for military use any time we should 
go to war ¢ 

Admiral Cocurane. That IT assure vou specifically and unquali- 
fiedly is true, 

Mr. Bennerr. Then, following up on the next question—I thought 
you cleared that point up—the next question was, is not there some 
other way in which we can get a type of assistance that would be more 
observable by the general public and more capable of being inspected, 
so that corruption could not seep in, and so that we could not have 
great disparity as between various companies / 

Admiral Cocurane. I believe that that can be done. I believe that 
the operation of the subsidy can be handled with more publicity and 
with sero understanding. That is something to which the present 
Board has given consideration. 

The construction part is still quite involved. IT believe involved 
bevond the possibility of working. In other words, today to deter- 
tine the construction subsidies to be allowed for a new vessel, we are 
required to get, as we discussed with Mr. Weichel here vesterday, 
data from abroad, and to estimate in this country what it would cost 
to build that ship abroad: compare that estimated price with the bid 
price to build the ship in this country, and if the difference between 
those, if it does not exceed 35 percent, it is easily acceptable as subsidy. 
It may go up as high as 50 percent in the home vard, and 4 out of 
5 members of the Commission agreed to it. That is a very difficult 
procedure, 

In the first place, it is difficult to get the data from foreign vards. 
It is their bread and butter, their life stock, their competitive position. 
They realize it is not for their benefit, but for our own, to take ship- 
building to this country that they would like to get themselves. | And 
there is natural reluctance on their part to furnish the data. 

It is very difficult to know the basis on which their data is put to- 
gether. because in any shipyard the method of handling the aecount- 
ing affects very gre atlhy the details of distribution of various cost 
itemis. 

So this present system we have now is very cumbersome, very dif 
ficult. one which has led to most grievous difficulties in operation. I 
oelieve a better method for that can be had, and we are studying that 
for the moment. 

Mr. Bennerr. Returning now to the original question IT asked you 
about this military use, you will admit, will vou not, there is a differ- 
ence in the military utility of one vessel, say, a big passenger trans 
port, as distinguished from a tug or something of that kind ¢ 

Admiral Cocurane. Oh, ves. Although, as a matter of fact. Mr. 
Bennett, while the war was on, of course, people asked where ships 
would be used. and we finally got to the point where anything that 
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would float, even a concrete barge. was usable, and we did use any- 
thing we could get our hands on. 

Mr. Bennerr. There is a great difference between the usual con- 
crete barge and a tanker, something of that kind ¢ 

Admiral CocHRaNne. Inescapably. Of course, you referred to tugs. 
Tugs would not be included in this. There is no provision in here for 
subsidy to a tug. These involved now are all oceangoing ships of 
some size and stature. 

You will notice the provision in here we just read, the limitations 
on those ships for which the nonrecourse loan provision should be 
miade—-a ship of at least IS knots, at least 2OO passengers, and at least 
10,000 gross tons in size. That is to prevent something being used 
that is not adequate, 

Mr. Bennerr. Maybe this is not a practical question based on what 
the actual facts are. Suppose X company had 10 vessels. all of which 
were readily turned into military vessels, and Y company had 10 ves 
sels which were all concrete tugs W hich. as VOU say, would not be ven 
erally very useful militarywise, and it was financially expedient for 
those companies to continue to run the way they were, but from the 
standpoint of the Federal Government companies like XN company 
would be preferable toaid. Now would both of those companies still 
vet the same amount of aid under this bill? 

Admiral Cocurane. Well, the fellow who had these concrete tugs 
would get noaid. There is no provision for that aid. 

Mr. Benxerr. You just got through saying everything. 

Admiral Cocurane. He would get no construction aid out of this 
bill. 

Mr. BDennerr. Tam talking about the new type of thing in this bill, 
this tax deferment for unsubsidized people. 

\dmiral Cocuraner. Well. again, Mr. Bennett— 

Mr. Bennerr. That is the main thing that disturbs me. 

Admiral Cocurane. There is no idea that could be applied to vessels 
which had not met this basic premise [ referred to being suitable for 
naval auxtharies or the United States Government in time of emer 
geney. 

Mr. [i NNETT. There is i ditference of degree. however, bet weell one 
type of vessel and another, 

Admiral Cocrranr. Yes. 

Mr. Bexnerr. Is there any difference in the amount of payments 
they ure voing to vet, depending on the degree / Would uw than who 
had vessels that were very useful to the military get any more assist- 
ance than aman who had vessels that just barely made the grade ¢ 

Admiral Coctrane. T think unquestionably the fellow who had the 
more useful vessels would get greater aid. 

Mr. Bennevrr. How do you do that under this statute / 

Admiral Cocurane. Beg pardon ¢ 

Mr. Bennerr. How do you draw such distinctions under this statute 
we are about to pass, if we pass it / 

Admiral Cocurane. Well, in the first place, the proposal is that 
this should be applied only to ships that Bs in foreign trade, and that 
involves ships that are suitable for offshore service, ships which are 
necessarily ap proved by the Coast Guard, ap proved by the American 
bureau of Ship ping, ships that are competitive In the world market. 
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Mr. Bennerr. You think as a practical matter my question is very 
academic ? 

Admiral Cocurane. I think that is correct, sir. 

Mr. Auten. Mr. Chairman, if the gentleman will yield for one 
observation. It seems to me you are confusing the fleet that is not 
very useful in being with the fleet that will result from the tax defer- 
ment and the use of the funds deferred later; that while an operator 
might have a fleet that was of little use as a military matter at this 
time, he would get the privilege of depositing in this fund, but the 
fleet that would come into being by the use of the deposit would be 
vw fleet that had to be approved for militar vy use before the funds could 
be used. 

Mr. Bennerr. But he admits there is a difference of degree as be- 
tween companies. In other words, company X might have vessels 
which were very useful to the military and company Y might have 
some even under the new scheme which were only slightly useful, and 
they would still get the same benefit. 

Admiral Cocurane. I think there is a difference of degree, but I 
think the chances of being only slightly useful are just nonexistent, sir. 

As I say, the plan is that all of them should be requisitioned for use. 
Certain of them—it is our own decision that those that would be modi- 
fied in some major degree, altered for military service, we would 
requisition for title. In other words, the Government would take 
them over. 

But the point that you make has some substance, because during the 
war we did take a number of vessels, did make extensive modifications 
to them, and the restitution and restoration of those vessels to service 
in some cases has not yet been settled. 

Mr. Bennerr. There is at least a portion of carpriciousness about 
that particular aspect of this problem, I think. 

Admiral Cocnrang. Well, 1 think that from a practical point of 
view that is not the case, sir. 

Mr. Bennerr. Is there any capriciousness/ You understand what 
IT meant when I said capricious awhile ago. You say it is not, and I 
am sure you are the man who knows. But is there any capriciousness 
involved in the degree of different amount of profits of a company ? 
We have established there is a difference in degree of utility of their 
vessels. Is there any appreciable difference in the amount of money 
the company gets? If X company gets $1,000,000 and Y company 
vets $10,000,000, is that unfair as far as the national defense is con- 
cerned, or are we happy that X company made $10,000,000 because 
that will be just that much more national defense ? 

Admiral Cocurane. Well, I think I would like to go back and cor- 
rect apparently an impression I gave you earlier as to difference in 
degree of utility. It is a difference in degree of utility in that some 
ships might be different to some degree, but all would be used 100 per- 
cent of capacity. There is no question about that. 

Mr. Bennett. It is still an arbitrary proposition as far as how much 
national defense we are going to get out of it. It is true you may use 
the vessel 100 percent 

Admiral Cocurane. An 8,000-ton deadweight ship is less valuable 
to the Government than a 10,000-ton deadweight ship, but the smaller 
ship would be used to her full capacity. 
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Mr. Bennett. It is still as useful to the Federal Government and 
you are still paying the same amount of money for it. 

Admiral Cocurane. No, sir. Her costs and whole position is tuned 
to her own operation and size and ability. 

Mr. Benner. If the Federal Government were going to build a ship, 
it would not build any 8,000 ton / 

Admiral Cocrrane. I say the Army is asking that we do build 
smaller. Personally I resisted that. I think the need is for the big 
ones more. But each of these ships has a job to do, and if you have a 
job where you want a small ship, then a big ship may be a nuisance. 
So you have to have all kinds, 

Now, to go back to the second part of your question. Each of these 
companies, of course, has certain routes to which it is obligated to serve. 
Those routes are not all equally desirable. There is not any question 
about that. But they are the ones in which the various contractors have 
established their service, maybe through long tradition. Sometimes 
they have been in service for years. And they know that service and 
they attempt to tune their operation to get the satisfactory return out 
of it. Very frequently, however, some economic situation or political 
situation develops at the other end which changes the return. Then 
they have quite a problem. But they are committed to staying in the 
operation by the subsidy contract we have been talking about. 

Mr. Bennetr. I am asking you about unsubsidized lines that are 
going to get the benefit of deferment. 

Admiral Cocurane. Of course, in this recommendation that has 
been made here the action on nonsubsidized lines would be deferred. 
The recommendation has been made here by me in following the Pres- 
ident’s policy that those actions would be deferred for the present. 

Mr. Bennerr. You recommend that we do not have any such bene- 
fits to unsubsidized lines? 

Admiral Cocuranr. That is correct, for the present. without 
prejudice, 

Mr. Ikarp. Mr. Chairman? 

The CHatrman. Mr. Ikard. 

Mr. Ikarp. Admiral, did I understand correctly in dealing under the 
present act with the matter of subsidies that you use a 10-vear account- 
ing period ? 

\dmiral Cocurane. That has been the usual procedure, Mr. Ikard. 

Mr. Ixarp. And as I understand, you use a 10-year period, and 
when you finish that you drop it and start a new one; is that correct. 

Admiral Cocumanr. Terminate the account, close the books, and 
start a new period. That is not invariable and is simply a matter of 
police \. 

Mr. Ikvrp. T was just wondering in my mind if you would not get 
a better average situation by dropping 

Admiral Cocuranr. The end of each year? 

Mr. Ikarp. Yes, dropping one : and picking up one year. It is purely 
mechanical, 

Admiral Cocurane. That might be. 

Mr. Ikarp. It is purely a mechanical question. 

Admiral Cocnranr. Well, this scheme that you have of a number 
of back years, I understand, is done in Internal Revenue determina- 
TIONS, 


Mr. Ikarp. Yes. 
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Admiral Cocurane. That might be a better scheme. I think that 
is true. 

Mr. Ikarp. That is all. 

The Ciamman, Any other questions, gentlemen ¢ 

Mr. ‘Touterson. | just have one. 

The Cuamman. Mr. Tollefson. 

Mr. ‘Touterson. When you are talking about construction reserve 
funds on page 10 of your statement, you say— 

This places a considerable risk on the depositor in respect of increased rather 
than decreased tax rates in the future. 

And you said that perhaps that was an incorrect statement because 
the tax rates will be fixed as of the date the money was placed in the 
fund. 

Admiral Cocurane. That is the case for this particular fund, Mr. 
Tollefson. For the reserve funds for the subsidized operator, on 
the other hand, the present reading of the Jaw is that the funds are 
taxed as of the vear of withdrawal. But in the construction fund for 
the nonsubsidized people, it is my recollection—I perhaps should 
check it—it applies to the year that the funds were deposited be 
cause those are fairly specific funds which they can tag as to the year 
of deposit. 

Mr. ‘Tounerson, Now supposing an operator put seme money in 
this fund and then at the end of 3 years decided he was not going to 
build a ship. In the meantime tax rates have gone up. There would 
be a little benefit to him then, would there not / 

Admiral Cocuranr. Well, ves, although IT do not believe anybody 
can predict that situation. 

Mr. Touterson., That is true. 

Admiral Cocuraner. And deliberately get advantage from it. That 
is specifically provided here in the section of S. 241 as it now stands. 

But in the other case, in the standard case of subsidized lines, in 
the 1936 statute as it now stands, provision is made that the withdrawal 
should be as of the taxable year of withdrawal. Those sums are lump 
sums and hard to decide which they are, although there has been a 
theory of first-in-first-out in the withdrawals to presumably alloeate 
them. 

Mr. Touterson. Thank you. That is all. 

The Cramman. Any further questions / 

Mr. Bonner. Yes. 

The Charman. Mr. Bonner 

Mr. Bonner. The whole theory of subsidy is meeting competition 
of foreign operators. That is the basis of all of this?¢ 

Admiral Cocurane. Yes, sir. 

Mr. Bonner. Now, the Great Lakes are mentioned here. They do 
not give any subsidized operation on the Lakes ¢ 

Admiral Cocurane. No operating subsidy whatever, sir. And this 
only provides there should be extension to them, as T recall, of the right 
to use sales money or insurance money to cover reconstruction, and so 
on, rather than acquisition of new vessels. It is very limited exten- 
sion of authority to cover the Great Lakes operation. 

Mr. Bonner. You did not touch on that in vour testimony. 

Admiral Cocurane. Yes, sir. 

Mr. Bonner. You did? 














LONG-RANGE SHIPPING BILL 509 


Admiral Cocuraner. That was referred to. 

Mr. Bonner. Just why, since they do not meet any foreign compe 
tition, are they included ¢ 

Admiral Cocnranr. Actually, they do meet some, Mr. Bonner. 
There are a good many sailings of foreign ships on the Lakes today. 
As of today, of course, they are all small vessels—the maximum size 
that can get through the canal. 

Mr. Bonner. This applies only to oper: ation on the Lakes that-—— 

Admiral Cocnrane. This particular thing would simply permit 
them to use money that was acquired from sale of ships or indemmities 
for reconstruction, betterment, and reconstruction of ships that exist. 
Of course, they are allowed to make some deposits of earnings for a 
limited period—as the law now stands, only for 2 vears, with 2 years’ 
extension on our part. But as of the moment that fund applies to 
construction only, which is quite a narrew view, and this seemed to 
be a reasonable extension to cover them as it is proposed to cover salt 
water ships. 

Mr. Bonner. This will cover everybody operating ? 

Admiral Cocurane. Yes, sir: that is correct, but only in a very 
narrow field. 

Mr. Bonner. In deferment of tax for reconstruction ¢ 

Admiral Cocnranr. Yes, sir. 

Mr. Bonner. Which benefits they do not now have at all? 

Admiral Cocrranr. They have no benefit otherwise, and no con 
struction subsidy is given to any ship for domestic either on the Lakes 
or on salt water, and no operating subsidy is given for any ships in 
entirely domestic operation, even intercoastal service, either salt water 
or Jakes and rivers. And in no ease where it is in competition with 
any American capital shoreside operations, as rallroads or trucks, or 
anything of that sort—airlines. 

The Crammnan. Is that all the questions to be addressed to the 
admiral ¢ 

Mr. ToLierson. Just one more. 

The Ciamman. Mr. Tollefson. 

Mr. ‘Tourerson. T did not quite understand the last statement of 
his with reference to construction assistance for vessels on the Great 
Lakes. Do they not get tax deferment ¢ 

Admiral Cocirane. Tam sorry. 

Mr. Toutersex. Do not the operators on the Great Lakes under this 
bill, S. 241. get tax-deferment privileges ¢ 

Admiral Cocurane. They would it the bill was passed as it now 
reads. sir. That is correct. 

Mr. Totierson. That is what T understood. 

Mr. Suetiey. Section 16, 

Mr. Touuerson. Yes. 

Admiral Cocurane. As far as our recommendation from the Ad 
ministration is concerned, your first indication is correct—that it is 
limited to the construction feature. 

Mr. Toutrerson. That ts all, Mr. Chairman. 

The Cuamman. Thank you so much, Admiral. 

Admiral CocHrane. It isa privilege to appear before vou, sir. 

The Cuarrman. Lam sure you have enlightened the membership on 
some disputed points of the bill that will enable them to make up 
their minds, without too much difficulty perhaps. 
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Admiral Cocurane. I am sorry I may have had some confusion, 
I tried to keep it straight, sir. It is a very involved subject. 

The Cuarrman. Mr. Kirby, please come forward in the event some 
questions may be directed to you in respect to your testimony. 

Are there any questions to be asked of Mr. Kirby, gentlemen / 

Mr. Auten. I have one, Mr. Chairman. 

The CHarrman. Mr. Allen. 


STATEMENT OF VANCE N. KIRBY—Resumed 


Mr. AuLeN. I would like to pursue a little further this matter with 
you, Mr. Kirby. I think you mentioned one of the evidences that 
this tax-deferment program might be a little unfair between sub- 
sidized and unsubsidized lines is the fact that the subsidized lines had 
increased in net worth rather extensively. Is it not true that the 
reasons they increased in net worth were in large part due to the 
greater proportion of their earnings which they put aside for recon- 
struction with respect to these subsidized lines, and the greater part 
of the earnings, on the other hand, that the unsubsidized lines paid 
out in dividends? 

Mr. Kirsy. Well, yes, | would think that would be true. 

If I may expand on that a little, the deposited earnings of the sub- 
sidized companies did not have to go through our tax system. The 
Government, in effect, contributed the tax money and the operator 
contributed the balance. Their increase in net worth was to a sub- 
stantial extent due to the tax factor. 

Mr. Aten. Well, in the computation of net worth you have in- 
cluded the untaxed portion of the earnings which theoretically, at 
least, would be subject to some recovery as the vessels were de o-_ iated 
off in later years, or if the funds were withdrawn and became taxable. 

Mr. Kirny. Prior to 1947 the tax subsidies were considered, techni- 
cally speaking, as pure exemptions. So that there was no possible re- 
coupment of tax liability as to such deposits. 

With respect to later deposits it is true that those were tax deferred 
amounts, and it is possible that we would eventually recover the taxes 
on such deposits, although, as I indicated the other day, that seemed to 
me extremely doubtful, or at least speculative. 

Mr. Avten. Thank you, Mr. Chairman. 

The CuHairman, Any other questions / 

Mr. Totuerson. Mr. Chairman. The other day, when vou were here, 
you stated that the Treasury Department felt that the tax system 
should be fair and uniform, and then that there ought not to be any 
tax benefits to any special group 

Mr. Kirsy. Yes, sir. 

Mr. Toruerson. And I think you answered that that was a general 
policy of the Treasury Department and vou were not singling out any 
industry in particular. 

Mr. Kirsy. Yes. 

Mr. Totiterson. That you had that same view with respect to any 
tax benefit to any special group? 

Mr. Kinny. That is correct. 

Mr. Totierson. Now then in arriving at that view or policy the 
Treasury Department—and I am not speaking critically now—has 
not concerned itself with the welfare of the particular industry. That 
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does not enter into the processes that you go through to arrive at your 
policy, does it? 

Mr. Kirsy. No; not particularly of the industry. 

Mr. Totierson. You are thinking purely in terms of tax policy, 
are you not 4 

Mr. Kirsy. That statement was made with respect to the tax policy 
of the Department. 

Mr. Totierson. Now then, just pinpointing it a little more, as far 
as the Treasury Department is concerned they do not care whether 
there is a shipping industry or not, a merchant marine. They are 
not concerned with the welfare of the merchant marine as such ¢ 

Mr. Kirny. No: I would not put it that way. Of course, the Depart- 
ment feels that the merchant marine is vital to the country, particu- 
larly at this time. 

Totterson. Well, as a general proposition / 

Mr. Kirsy. Yes, and even in times of peace we know that we have 
to have a strong and healthy merchant marine. 

Mr. Touierson. But they do not want to make any tax concessions 
to the merchant marine that are not made to everybody else / 

Mr. Kirsy. That is right. 

Mr. Totterson. Again I am not speaking critically. 

Mr. Kirsy. The Department does not feel that it would make an 
industry sound and healthy to give it special tax benefits or privileges. 

Mr. Totterson. Now then just suppose Congress followed the pol- 
icy of the Treasury Department and decided not to pass this bill and 
not to give tax benefits to the merchant marine, and in the course of 
5 or 10 years we woke up one day and found we had no more merchant 
marine. Would the Treasury Department be apt to change its views? 

Mr. Kirny. Well, I would think that your committee would examine 
to see whether the merchant marine needs any additional subsidies in 
addition to the subsidies that you have already accorded the merchant 
marine, the operating differential subsidy and the construction differ- 
ential subsidy. 

I should think you would examine the situation of the merchant 
marine to see whether they need any additional subsidies, and if you 
feel that they do not need any additional subsidies, then your con- 
clusion would be that the merchant marine would develop under the 
existing subsidies. 

Mr. Totterson. I think you said the other day that you and the 
Treasury Department were not opposed to any direct subsidies or 
direct Government assistance: your objection was directed to this tax- 
deferment method ¢ 

Mr. Kirsy. That is night. 

Mr. Touterson. Is that correct ? 

Mr. Kirpy. Yes. 

Mr. Touuerson. I wanted the record to be made clear here that your 
opposition is purely a matter of tax policy and vou are not primarily 
concerned with the welfare of the merchant marine. You approve, if 
it is necessary, a direct subsidy or direct Government aid, but you are 
just opposed to tax deferment as a matter of policy and principle. 

Mr. Kirny. Yes. that is entirely correct. IT am here because the 
bill before you contains additional tax privileges, tax privileges that 
would be added to those tax benefits that are now accorded to the 
merchant marine under the 1936 act. 
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Mr. Touterson. That is all, Mr. Chairman. 

Mr. Suetiey. Mr. Chairman? 

The Ciaimman. Mr. Shelley 

Mr. Sueiney. Is it fairtosay, Mr. Kirby——I say this in all fairness— 
that your position could be summed up this way—-what vou are stat- 
ing is, “Well, I am an average intelligent American and everybody 
in the Treasury is, and we, like the average intelligent American, ap- 
preciate the need for an American merchant marine. Of course we 
want tosee an American merchant marine. But my responsibility to 
the Federal Government, because of the position IT hold, is only to 
look at the tax angle of it. [ have no responsibility to do anything 
about developing an American merchant marine.” 

Mr. Kirsy. I would not put it that way at all. And I would like 
to point out to you that there are other departments that have made 
the same recommendation to you. 

Mr. Sueciuey. [ understand. 

Mr. Kirsy. As I understood it when T heard the admiral testify a 
few minutes ago, he indicated to you that he thought the tax privileges 
had gone too far. They are exempt now from an S2-percent tax if 
they make deposits in the reserve funds. 

And I also understood the admiral to recommend against granting 
tax exemptions or deferments to subsidized people, as this bill would, 
The admiral is not looking just at the tax system alone, but he is 
concerned about the granting of these extraordinary benefits. So I 
do not think it would be quite fair to say that the position of our 
Department is just limited to the tax system without regard to con- 
sideratton of the welfare of the country as a whole. 

Mr. Sueciey. Well, let’s develop that. In arriving at your con- 
clusions and observations of the proposed law, the bill before us, was 
any consideration given to the condition of the American merchant 
marine under the present existing’ law and the need for some change 
in law to assure the continuance of the American merchant marine; 
just specifically, how many ships have been built in the last several 
years by private operators’ And do we have a situation which will 
encourage or lend itself to the building of ships by operators’ Why 
are we considering this act at all ¢ 

Has vour Department thought of that / 

Mr. Kirsy. Well, it was felt that if there were to be subsidies they 
should be direct + axscngeaa and it was felt that the Maritime Admin- 
istration, or the Navy, were the proper ones to study that for your 
committee, We do not have shipping people in the Department. 

Mr. Sueuiry. You have no shipping people in the Department ? 

Mr. Kirsy. That is right. And it would not be at all appropriate 
for us to undertake a detailed study of the condition of the merchant 
marine and to indicate to you whether it was healthy or unhealthy, 
mr how it might possibly develop over the next few years. 

Mr. Sueciey. All right. With that I agree. 

Now in the light of having several different evaluations from dif- 
ferent departments of Government, each of whom is charged under 
their oath of office and under the law that sets them up, with specific 
responsibility ina given field, is it not then the responsibility of the 
Congress to either coordinate those views or to compromise theni or 
to accept them or reject them in their recognition of the need for new 
legislation in this specific field ? 
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Mr. Kirny. Exactly. It certainly is. 

Mr. Suevoeey. All that. That is all. 

Mr. Bonner. Mr. Chairman ¢ 

The Cuatrmanx. Mr. Bonner. 

Mr. Bonner. I was interested in your statement, when you formerly 
appeared, that the benefits under this proposal would be given to those 
who did not need them. Then | was interested in the admiral’s rec- 
ommending additional benefits to subsidized operators and disregard 
ing the nonsubsidized operators. That brings in a new light here on 
his testimony—the differential he makes there. 

One has already got assistance to a great extent: one only has a 
limited assistance, 

Now, will you explain to me who gets these benefits under this bill ¢ 
Enlarge on vour statement, please. 

Mr. Ninny. Yes. Speaking of the subsidized operators, they are 
allowed to defer any tax with respect to deposits of earnings in the 
reserve funds which are set up under section 607 (h). 

The more protitable the ship operator is, the greater tax that it 
would otherwise pay but for this deposit. Accordingly it will save 
more money, and will obtain a greater tax saving by making deposits 
than another ship operator that is less profitable. 

It is obvious that the ship operator in the lower tax brackets would 
not save as large an amount by making deposits as the profitable ship 
operator would. 

Mr. Bennerr. Therefore, it has a tendency toward monopoly ¢ 

Mr. Kirey. Yes. It gives a greater tax saving to the more profitable 
company. 

Let's take the company that is losing money. There is no encour- 
agement under the present law or under the bill at all toward that 
company putting aside any funds, beeause the only benefit is the tax 
benefit. 

Mr. Bonner. Let’s see if I get this clear. The admiral stated under 
subsidy ceiling operation and so forth some lines had cream lines, some 
had the thin milk lines. 

Mr. Kinny. Yes. 

Mr. Bonner. Now Vou say the cream operator does not need it, but, 
if it became law, probably this fellow over here who had an opera- 
tion that he was required to perform to get subsidy might need it / 

Mr. Kirsy. That is right. 

Mr. Bonner. So there is an inequity then / 

Mr. Kirey. That is right. 

Mr. Bonner. I can readily see why your statement is sustained 
now. 

Mr. Suetiry. Why. Mr. Kirby, would one line be more profitable 
than another / 

Mr. Bonner. The admiral stated that himself in his testimony. 

Mr. Kirey. We know for a fact. of course, among these 12 com- 
panies some are much more profitable than others. There are a few 
of these companies that are just sort of tagging along at the very end; 
and, of course, they do not get any real tax subsidy because they do 
not really have much of a tax to pay. Their profits are not large. 

Mr. Suecvey. Do you think it might be that one man might be a 
better ship operator, a better businessman in running a line, than 


another? 
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Mr. Bonner. The admiral explained that. 

Mr. Kirsy. There are various reasons. 

Mr. Bonner. The admiral well explained that there were some 
sailings—— 

Mr. Sueiiey. Trade routes / 

Mr. Bonner. Trade routes require them to sail on and perform the 
same duty on that route, scheduled sailings, and so forth, that the 
other route is required to do. And he knew himself that this route 
over here, X route, was not as profitable as Y route. So I can well 
understand now why you say somebody will get something they do 
not need. 

Mr. Kiresy. That is right. 

Mr. Bennerr. If you knock out all the unsubsidized lines from this 
bill, like the admiral suggested, would the Treasury Department 
then have any objections to the income-tax provisions in this bill? 

Mr. Kirry. That would improve it very substantially. 

As I pointed out, Mr. Bennett, the other day, we have two objections 
to this bill. One is that it extends the tax deferment to the nonsub- 
sidized operators, That is the suggestion that you were asking about. 

The other objection is that this bill does not subject the subsidized 
people to the surtax and the excess-profits tax. 

Mr. Bennerr. I want to get it very clear on what the law actually 
does. You mean by that it “does not’ chi ange the law as it now exists, 
or you mean it does change the law as it exists / 

Mr. Kirpy. I mean it fails to correct existing Jaw. As the law 
now exists with respect to the subsidized people, their deposits of 
earnings are deferred with respect to the normal tax, the surtax, and 
the excess-profits tax. 

Mr. Bennerr. Of course, this law does not change it as to the sub- 
sidized lines at all as far as income tax ¢ 

Mr. Kirsy. Except that it subjects certain of these deposits that the 
subsidized people make to the excess-profits tax of 30 percent. 

Mr. Benner. Then it is an improvement / 

Mr. Kirsy. It is an improvement to that extent. 

Mr. Bennerr. From your standpoint. 

Mr. Kirey. I was just saying that the President recommended that 
they also be subjected to the surtax as well as the excess-profits tax. 
The bill does not go that far. 

Mr. Bonner. I understand this law would not be beneficial, then, 
to the subsidized operato 's; is that correct / 

Mr. Kirey. Yes; that is right. 

Mr. Bonner. Now explain, if you will, just shortly why if you give 
deferment to the subsidized operator you should not give it to the 
unsubsidized 4 

Mr. Kirsy. Well, as I understand the reason for granting these 
benefits to the subsidized people is because they perform certain im- 
portant services that are under supervision and constant review by 
the Maritime Administration. Of course, the nonsubsidized people are 
free to do whatever they want with their vessels. 

Mr. Bonner. And has it not been argued that the intent and purpose 
of it was to rehabilitate the fleet and to build new vessels ¢ 

Mr. Kirsy. Well, I think the admiral indicated that this morn 
ing. But. as I always understood chapter 6 of the Merchant Marine 
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Act, it was to encourage the maintenance of important and essential 
trade routes and keep on those routes proper and safe vessels. 

-Mr. Bonner. But it has been argued here continually the purpose 
is to replace the fleet ¢ 

Mr. Kirsy. Well, and I suppose to keep those vessels on those es- 
sential routes modern. 

Mr. Bonner. To replace the fleet. Does not nonsubsidized need 
the help to replace his fleet just as much as any other man‘ 

Mr. Kirey. I would suppose so; yes. | would suppose that would 
be true. Mr. Bonner. 

Mr. Bennerr. May L[ ask a question / 

The Cuairman. Yes, Mr. Bennett. 

Mr. Bennerr. The admiral said something along that line. Maybe 
I really should address the question to him, but maybe you know the 
ahswer, 

He said something, as I recall, along the line that the benefits going 
to this deferment are not capricious as to their military aspects, be- 
cause they check on the type of vessels that are built, and they are all 
of use to the national defense. 

Do you think that would be so under this law and under the existing 
law if vou let the unsubsidized lines in the bill and did not strike it, as 
the admiral desires ¢ 

Mr. Kirsy. I would think that would not be so. 

Mr. Bennerr. You would think they would not be able to check 
them and see if they are of military value / 

Mr. Kirsy. Let me say this: I think the admiral was speaking 
about his power over the subsidized operators. 

Mr. Bennerr. May I ask the admiral now if he could answer that 
question / 

The Cuairman. Yes. 

Admiral Cocurane. If this provision were retained in the bill, those 
ships would be subject to the same review as the ships for subsidized 
operators. There is no question about that. 

Mr. Bennerr. If you leave the unsubsidized vessels in this bill, 
you are still going to have a responsibility to check on the military 
uspects of these ships ¢ : 

Admiral Cocurane. Without any question. 

Mr. Bennerr. And you are going to get dollars received as far as 
you can f 

Admiral Cocurane. No question about that. 

Mr. Bennett. It is not going to be capricious ? 

Admiral Cocurane. Not if we can prevent it. 

Mr. Kirsy. I am just completely unaware of any section that gives 
the Maritime Administrator that power. 

But let me say this: It is essentially the jurisdiction of the com- 
mittee and the Maritime Administrator, If they feel satisfied that is 
true, that is true as far as I am concerned. 

Admiral Cocurane. It provides the ships would be built under 
conditions of title V, which specifically provides that. 

Mr. Sueviey. In other words, before they could withdraw any of 
these funds, they would have to have your approval ? 

Admiral Cocnrane. They cannot be withdrawn without our 
approval, 
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Mr. Suetiry. And, in order to get the approval, they would have 
to submit the plans and specifications on which you would make the 
suggestion for defense purposes / 

Admiral Cocurane. That is correct. 

Mr. Sueviey. And that then is a combination of the present exist 
ing Merchant Marine Act and the proposed change in the law 4 

Admiral Cocurane. That is correct, sir. 

Mr. Auven. Mr, Chairman ¢ 

The Cuarman. Mr. Allen. 

Mr. Auten. Mr. Kirby, I have been hoping that someone would ask 
some questions that would clear up my confused thinking, if you can 
callit that. But this is the nature of the problem that is bothering me. 
if 1 can state it. 

You testified the other day that the loss of the Treasury in taxes 
was somewhere around S123 million 4 

Mr. Kinny. Yes. 

Mr. Auten. T reduced it down for my own purposes to something 
like 6 cents per capita per year as a basis for the obtaining of the 
present fleet. 

Mr. Kirny. Yes. 

Mr. Auten. That fleet is somewhere in the neighborhood of 250 
ships, possibly, and they are good for 20 years, which would bring 
the yearly supply, as I see it. and the yearly replacement to some- 
where around 12. 

Mr. Kirny. Yes. 

Mr. ALLEN. Now, to get chat fleet has cost us this 6 cents per capita 
perannum. Now we go to another way of providing the available ves- 
sels that we will need. The interest that T have is in having vessels 
for immediate use if the Nation needs them, and meanwhile T do not 
care who takes care of them or uses them so long as they are available. 

Now to get the 35 Mariners is going to cost us something like S350 
million that comes out of the Treasury. Now there is a 3-year re- 
placement or a replacement at the rate of about $113 million a vear, 
which on the same basis, getting that set of 12 ships per year, is some 
thing like 65 cents per capita. 

Now there must be something wrong with my figures, but it seems 
tome if we do the thing ina different way than we are operating under 
the present scheme of tax deferment, that it is costing each person 
in the Nation 10 times as much to keep that fleet going. Where is 
the confusion / 

Mr. Kirey. Of course, if the Government builds these ships for 
$350 million, they will be owned then by the Government. But if tax 
subsidies are used, the vessels are owned by the subsidized companies 
even though acquired with Government funds. 

Of course, the subsidized operators made a valuable contribution. 
Their work was extremely helpful and vital to the country. But I 
am not sure at all that the spending of the $123 million through the 
allowance of tax benefits was the most economical way to accomplish 
the purposes of the 1936 act. 

Mr. Autien. I grant what you say as to ownership, but what dif- 
ference does it make in the manner of having available ships4 When 
they splash a lot of gray paint on one of these specialty privately 
owned liners it looks just the same as ships the Government has all 
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the time. It floats just as high and carries just as much and is more 
available than the ships the Government owns itself. And they are 
kept up during nonemergency periods at seemingly less expense to 
the Government. But if it gets to the point where you want to have 
an available set of ships, as is the case, I think, whether the Govern- 
ment owns them, as will be the case of the Mariners, or whether pri- 
vate industry owns them, as will be the case of these subsidized lines 
or the unsubsidized lines, where is the fallacy in the result I arrived 
at that one way it costs 60 cents per capita per year and the other 
Way it Is 6 cents! 

Mr. Kirsy. Of course, you cannot compare the cost—this $350 mil- 
lion with the $125 million. [mean we may be in a much better situa- 
tion after the spending of the $350 million than we would of this 
$123 million. As a matter of fact, if the Federal Government had 
contributed directly money during the past vears to encourage the 
building and ownership in private hands of vessels in the merchant 
marine that otherwise would not have been purchased by the private 
individuals, it might have been much cheaper than that $123 million. 

Mr. Auien. The confusion remains. 

Thank you, Mr. Chairman. 

The Ciaran. Any other questions, gentlemen / 

Thank you very much, Mr. Kirby. 

That concludes the testimony in connection with S. 241. The clerk 
will Incorporate into the record at this point any statements that will 
be made by those in opposition to the bill. 

(Thereupon, at 1:10 p. m., the committee adjourned, ) 
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